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“Since city officers may lawfully neither spend the city’s money nor 
incur obligations on behalf of the city except pursuant to a duly con- 
ferred authority, there should be accounts showing 

1. The appropriation or authorization to spend and incur liabilities on 
current account as against the current revenue provisions for meeting 
them; 

2. The authorization to borrow and to spend and incur liabilities 
against current borrowings; 

3. The receipts and disbursements from current borrowings. 

These accounts would inform the citizen as to the city budget and 
current bond transactions.”—Horace E. Deminc, on The Government of 
American Cities. 

Municipal budgets are a suitable subject for newspaper head- 
lines and editorials. The reporter of six, seven, or eight figure 
appropriations makes the most of his opportunity to comment 
on the tax rate and the editor discusses the budget in its relation 
to the rising cost of living. Evidently we are all expected to 
be interested in the budget as it affects either directly or indi- 


rectly our financial prosperity... 


THE Cost oF MUNICIPAL SERVICE 


Visitors at the Boston 1915 Exposition were entertained with 
numerous charts which graphically showed how the “Hub” 
spends its money. The appropriation for the general govern- 
ment was shown split up into its constituent parts; that for health 
and sanitation was shown in connection with a hospital exhibit 
in full operation; that for education was placed near a plan of 
Boston’s public school system; the one for charity illustrated 
what the Bay State capital does for the alleviation of want and 
distress, and so on to include highways and bridges, protection 
of life and property, etc. 
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The Bureau of Municipal Research in New York City re- 
cently gave an exhibit which showed taxpayers what their 
money was expended for and the varied services which the 
city rendered. There were piles of weights and measures which 
the inspector had refused to seal, and all kinds of exhibits which 
opened the eyes of those who attended to the numerous activities 
of a city which spends nearly half a million dollars daily. 


Tue Bupcet As A MEANS OF CONTROL 


The budget enables the body raising revenues to exercise con- 
trol over the officers charged with the details of administration 
by placing limitations on their authority to spend. Thus finan- 
cial officers are enabled to make use of the law of ultra vires, in 
determining the validity of claims presented, 

The act of setting aside or reserving assets or funds of the 
municipal corporation, by which the budget is passed, is called 
an act of appropriation. In most cities the council or board of 
aldermen is the appropriating body. However, in some large 
cities the budget originates with a specially constituted board or 
commission from which a definitely formulated document comes 
to the council for final approval. In New York this board is 
known as the Board of Estimate and Apportionment, composed 
of the mayor, comptroller, the president of the board of alder- 
men and the five borough presidents. The board or commission 
receives estimates from the several departments of the corpora- 
tion and fixes the maximum limit of all appropriations after 
which the budget goes to the board of aldermen for final adop- 
tion, and thence to the mayor for his approval or veto. 

The budget as ordinarily operated in most cities acts as a 
means of negative control to protect the tax rate and does not 
provide an index to the efficiency of administration. In order 
to provide a means of positive control the budget requires care- 
ful analysis and complete information based on correct depart- 
mental returns. 


CLASSIFICATION OF BupGEeT ACCOUNTS 


In order to reach its highest state of usefulness in the hands 
of a representative body, the first essential to a budget as a 
means of positive control is a system of accounts and uniform 
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statistics. Properly designed statistics, when prepared from 
correctly kept accounts, serve not only as an index to public 
service rendered but also to the cost of such service in each of 
the several departments, divisions or institutions asking for ap- 
propriation, 


City oF CAMBRIDGE CLASSIFICATION 


In preparing the classifications to be used in connection with 
budget exhibits it is necessary to consider not only each de- 
partment, but also each function and activity within. Reference 
to the following schedule shows one hundred and seventeen 
revenue appropriations for ordinary accounts, besides which 
there are those for municipal industries and special accounts. 


GENERAL GOVERNMENT 
Clerk of Committees 
Executive Department 
Auditing Department 
Treasurer and Collector 
Assessors’ Department 
City Clerk’s Department 
13 7,207 .68 
City Messenger’s Department 
18 1,700.00 
Law Department 
20 Expenses... ... 700.00 
Elections and Registration 
Engineering Department 
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Amount brought $98,286.68 
Superintendent and Inspector of Buildings 
50.00 
Civil Service Labor Registration.................... 350.00 
Municipal 
PROTECTION OF LIFE AND PRoPEary 
Police Department 
Fire Department 
Fire and Pe Police Telegraph and Inspection of Wires 
Militia: Use ol of Rifle Range and Transportation 
Hes quarters, 50.00 
Company A, 8th Regiment....................... 225.00 
Company C, 225.00 
Company E, 8th Regiment....................... 225.00 
of Weights Measures 
Forestry 
Moth and Beetle Extermination.................. 7,000.00 
5,000.00 
Night Watchman at High Schools................... 542.50 
HEALTH AND SANITATION 
Health Department 
General Expenses and Hospitals.................. 39,125.68 
Inspection of Milk and Vinegar................... 2,250.00 
825.00 
Sanitation 
Refuse Collection and Disposal 
House 
Collection of 50,000.00 
Incinerator, 4,400.00 
Street Cleaning (including Snow Removal)........... 45,500.00 
HIGHWAYS AND BRIDGES 
Salaries—Superintendent of Streets and Clerks........ 7,332.00 
Maintenance and Repairs... 77,047 .00 
6,675.00 
Amount carried forward .........ccceseecceccees $791,690.51 
484 
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Street Lighting 


idges 
Motors for Sixth Street 
Drawtenders Commercial Avenue Bridge......... 
Boston and Cambridge Bridges 
Repairing Boylston Street Bridge................ 


Repairing Harvard Bridge...................... 


ou oor or Relief 
City 


EDUCATION 
Committee Expenditures. .................. 


LIBRARIES AND READING Rooms 
Central Library 


RECREATION 


Cambridge Field and Shelter. 
Commons, Squares and Public Grounds........... 
Longfellow Memorial 
Rindge Field and Shelter... 
Bath House, Captains’ Island................... 
Play. rounds Commission 


$791,690.51 
37,285.00 


I$1,617,265.84 


72 6,100.00 
73 500.00 
74 2,075.00 
| 75 11,082.00 
76 6,560.00 
77 1,100.00 
78 2,500.00 
CHARITIES 
City Farm 
City Home 
City Home Hospital 
84 700.00 
85 4,090.00 
86 23,010.00 
87 2,000.00 
88 28,300.00 
535,737.56 
Bast Beach 
94 I, .00 
North Cambridge Branch 
ar ntenance 
98 1,350.47 
99 5,755.00 
100 4,250.04 
101 250.00 
102 3,787.41 
103 7,143.85 
104 225.00 
106 1,700.00 
107 
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Amount brought $1,617,265 .84 
Celebrations 
CEMETERIES 
UNCLASSIFIED 
117 Damages to Persons and Personal Property.......... 2,000.00 
Total for Revenue Accoumts. $2,231,785.87 


The budget is generally made by seeking information regard- 
ing the amount of support needed from department heads on 
printed forms. A request is made that each estimate be ac- 
companied by statements as to the cost of maintaining the de- 
partment during the last period with proposed increases and 
decreases. When finally made, the appropriation should be 
modeled along the lines presented in the foregoing schedule. 


CONTROLLING ACCOUNTS 


The appropriations should be incorporated into the general 
ledger accounts as soon as made. Suppose in a city the appro- 
priations amounted to $2,231,785.87 for one year, of which 
amount it was estimated that $281,785.87 would be received 
from commercial revenue sources, leaving $1,950,000.00 to be 
raised from general revenues.* This would be incorporated into 
the general ledger by the following journal entry. 


* Mr. Charles F. Gettemy includes taxes, licenses and permits, fines and forfeits, grants 
and gifts under general revenue. Other revenue is commercial, except that which pertains to 
municipal industries or special funds and accounts. 
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JourNnaAL—March 31, I911 


DESCRIPTION Detail Charges Credits 
Dr. | General Revenue, I911....... $1,950,000. 00 
Commercial Revenue, IgI1.... 281,785 .87 
Cr. Appropriation Ledger. . . . $2,231,785 .87 
| 1. City Council $5,000.00 
Clerk of Committees: 
Executive Depart- 
ment: 
5,500.00 
Auditing Department: 
4,180.00) 
150.00) 
Treasurer and Collec- 
tor 
11,400.00 
7,500.00 
Assessors Depart- 
ment: 
12. Assessors’ Plans... . 200.00 
Etc., etc., etc. 


MontTuiy Drarts 


Vendors present bills against the city on specially printed 
forms which the auditor supplies. As soon as the bills have been 
approved by department heads, the committee on accounts, and 
the auditor, they are ready to be entered in the draft book. The 
most modern practice is to typewrite this record in duplicate so 
that the treasurer may have a copy on which to check payments. 
The most approved form of such record, provides for running 
all these payments through accounts payable in accordance with 
the requirements of a modern voucher system. The following 
exhibit illustrates the method pursued in writing up the draft 
book and in distributing the accounts payable against the various 
appropriation accounts in the subsidiary ledger. 
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AupitTor’s DraFt—January 31, I9II Page I 
Accounts Payable 
DESCRIPTION 
Detail Total 
City Council Expenses: 
I Gmith, A., $100.00) 
2 Jones, B., Stationery.............. 50.00 $150.00} I 
Clerk of Committees: 
3 340.50) 2 
4 Budd, 50.00) 3 
Executive Department 
5 450.00) 4 
7 Tee 5.00 15.00 
Auditing Department: 
9 A.C., Stationery........ 45.20 
10 Falmouth, K., Printing 10.00 
II Post Office, Postage 15.80 71.00) 7 
Treasurer and Collector: 
13 arns, 13.85 
14 Clark, A. B., Services... . 10.15 24.0.) 9 
Assessors Department 
a 16 F., 50.50 
17 —, 10.00 60.50} II 
18 ann, S. A., Services. ............ 15.00} 12 
Etc., etc., etc. 
$200,000 . 00 


Sheets Designed to fit a MacMillan Binder. 
The method followed in posting the appropriations journal 


entry and the draft to the general and subsidiary ledger accounts 
is illustrated by the following exhibit. 


GENERAL REVENUE, IQII 


1911 


Mar. 31 


J | $1,950,000. 00 
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COMMERCIAL REVENUE, IQII 


Mar. 31) Ai ia- 
ger J| $281,785.87 


APPROPRIATION LEDGER 
(Controlling Account) 


Jan. 31) Draft J| $200,000.00/|Mar. 31|/Sundries | J | $2,231,785.87 


Sussip1aRy LEDGER ACCOUNTS 
1—City Council Expenses (Appropriation) 


IQII 
Jan. Draft J $150.00 ||Mar. 31) Appropria- 
tion J $5,000.00 


Other subsidiary appropriation ledger accounts are handled 
in like manner. 

Prior to making the appropriations, that is, during January, 
February and possibly March, the monthly expenses allowed a 
department are generally equal to one-twelfth of the preceding 
year’s allowance. The draft contains bills against departments 
from other departments so that transfers are necessary from one 
appropriation account to another for services rendered. For ex- 
ample, the school department is charged for sprinkling streets in 
front of school property and the water department credited. 
Also it is frequently found that one department is not going to 
require all of its appropriation, while another is likely to overrun 
its allowance, in which case the city government may decide to 
make a transfer. The total amount appropriated is equal to the 
original allowance plus “ additional appropriations and transfers 
to” less “ transfers from ” as shown in the following exhibit from 
the City of Cambridge auditor’s report of appropriation balances. 
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T Total Am Balan: 
propria- rans- ount ces 
TITLES oF ACCOUNTS tions and fers — Unex- 
ransfers | From 4 pen pen 
To priated 

General Government: 

1. City Council Ex- 

$5,000.00 $5,000 . 00] $1,000. 00] $4,000.00 

Clerk of Committees: 

4,086 .00 4,086.00] 1,021.50] 3,064.50 

3. Expenees......... 285.00 300.00 585.00 89.00 490. 
Executive Department: 

4. | 5,500.00 5,500.00] 1,350.00) 4,150.00 

§. Expenses......... 700.00 700.00 150.00 550.00 
Auditing Department: 

4,180.00 4,180.00] 1,020.00} 3,160.00 

9. . 150.00 150.00 35.00 115.00 
Treasurer and Collector: 

11,400.00 11,400.00} 2,850.00} 8,550.00 

9. Exzpenses......... 7,500.00 500.00] 7,000.00} 1,900.00] 5,100.00 
Assessors Department: 

so. Galeries. ......... 12,500.00 12,500.00] 3,000.00] 9,500.00 

11. Expenses......... 1,500.00 100.00 1,600 . 00) 350.00] 1,250.00 

12. Assessors Plans... . . 200.00 200.00 10.00 190.00 

Etc., etc., etc. 


A statement of unexpended balances on all appropriation ac- 
counts is a necessary accompaniment of an auditor’s monthly 
statement. This gives those departments which operate a com- 
plete system of bookkeeping an opportunity to compare their 
balances with those on the books of the auditor. 


OVERDRAFTS 


Reference to the following exhibit shows in graphic form 
how an overdraft occurs when the appropriations are exceeded. 
The appropriations have increased each year but nevertheless 
the expenses have always kept ahead of them to such an extent 
that during the last ten years a deficit of from $49,059.82 to 
$249,923.66 has occurred yearly. This is a very serious condition 
for a city to face, especially when most of the overdrafts have 
been bonded with no special provisions for sinking funds. How- 
ever, when a city fails year after year to live within its appro- 
priation, this is the inevitable result. If continued indefinitely 
a time is likely to come when the debt limit will be reached. 
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OVER PRAFTS 


TIST 
1902] 
| 246 725 


| 3/6)30 


1907 | 770 
1906 Pe 
1903 | 463, 
#310 | 205 


$12.00 Law 


In the Commonwealth of Massachusetts, cities (outside of 
Boston)* are allowed but $12.00 per thousand valuation for or- 
dinary expenses. Now in the case just cited if the appropria- 
tions are increased it is then necessary to also increase the taxes 
for ordinary purposes. After the assessors have done their best 
on the one hand in raising the amount of the assessed valuation, 
there is nothing to do on the other hand but to ask for an in- 
crease of the tax rate. Then, when the $12.00 limit is reached 
no alternative remains but to face an overdraft. During the 
first few years that this happens the municipal officers are not 
much concerned but when their condition continues to exist for 
several years they look about for some remedy. In regard to 


* Boston was allowed $9.00 per $1,000.00 of valuation for ordinary purposes (since changed 
© $10.50). 
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the $12.00 law in Massachusetts, a report to the Governor (April 
21, 1911) said: 

“ This tax limitation was intended to hold down city govern- 
ments and prevent the spending of moneys in excess of $12.00 
on the thousand for ordinary city expenses. The result has 
been not to encourage economy and efficiency in the administra- 
tions, as was hoped, but to encourage in a large number of our 
cities a policy of issuing notes and bonds and of using the pro- 
ceeds to pay running expenses in excess of the $12.00 limit. 
This proceeding is a highly dangerous one, and has resulted in 
the accumulation of floating debts to an alarming extent.” 

In his inaugural address the mayor generally takes up the 
matter of the budget and the needs of the various city depart- 
ments. He frequently promises to run the city on the present 
tax rate and even to pay off some of the accumulated debts. 
However, a comparison of the promises made by most New 
England mayors and the published reports of the auditors show 
that most promises are not kept. This is in part due to the lack 
of properly kept municipal budget accounts. Only one who 
has repeatedly tried knows how hard it is to keep a city within 
the appropriation and it is with this end in view that uniform 
accounts should be operated in connection with a complete double 
entry system of bookkeeping. 


‘ 
= 
Wad 
P 
4 
re 
; 
: 
q 
402 
ee 


Bonus— Profit-Sharing— Pensions * 
By Watpron H. Rann, C.P.A. 


The Certified Public Accountant, in general practice, receives 
calls to service from all classes and conditions of business enter- 
prise. He should be prepared to record the facts connected 
with any business so as to present them when wanted, and to 
present them in such a condition as to enable the management 
of the business readily to determine them as related to past and 
present accounts, and future needs; and they must be capable of 
verification. 

Through practical experience the Public Accountant obtains 
intimate knowledge of systems and methods, of great variety, 
employed in manufacturing, trading and other enterprises; and 
his training enables his correlation of these facts and makes of 
him an advisor and counselor, as well as auditor. He is qualified 
to note the merits or defects in systems of cost records, and to 
formulate and introduce changes to enhance the one or correct 
the other. 

Cost Records should embrace Bonus, Profit-Sharing and Pen- 
sions, where any plan including them is in use; for bonus is but 
an added expense for returns shown; profits shared but another 
way of doing the same thing; and pensions paid but little more 
than an annuity earned through long years of service. 

Bonus, Profit-Sharing and Pensions are terms which have a 
representative value concerning the relations of Capital and 
Labor; Employer and Employee; Proprietor and Wage-Earner. 
They bring to mind such modern headings as Industrial Effi- 
ciency, Scientific Management, Efficiency Management; and, it 
may be (let us hope so) the golden rule of doing unto others 
as we would have that others should do unto us. 

While such co-operation may, in some instances, be most due 
to a human desire to benefit the employee, yet we believe, if the 
added cost of either was not proven to be justified by an in- 
creased profit to the employer, the rapidity with which the 
plan would be changed would demonstrate the real object of 
the business man. When we adopt a system of Bonus, Profit- 


*A paper read at the twenty-fourth annual meeting of the American Association 
of Public Accountants, San Francisco, September, 1911. 
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Sharing or Pensions, we do so because we believe these methods 
will conduce to efficiency; we think of efficiency when we 
consider them. They are three basic elements in the analysis 
of a business the aim of which is prosperity for employer and 
employee. 

The average public accountant is not qualified, perhaps, to 
enter seriously into a discussion of the economics of Scientific 
Management, so-called, but we have among the public account- 
ants men whose wisdom and experience would doubtless furnish 
an excellent substitute for the talents of a Brandeis, Taylor, 
Gantt, Emerson and others among the Efficiency advocates. 

Many volumes have been written and could readily be con- 
tinued without exhausting our theme, and this paper will be much 
limited therefore, and will consist mainly of a description, in as 
condensed a form as possible, of various schemes under Profit- 
Sharing and Pensions, of business enterprises with which we 
have been in touch, and others about which the assistance of 
friends has enabled us to secure information. 

BONUS is that extra wage paid for increased efficiency. It 
is an expense of the business which is paid at once, or at regu- 
larly stated periods, when earned. 

As stated by Mr. Gantt, the problem in the application of the 
Scientific Method to remuneration of labor consists of three 
parts :— 

First, to find out the proper day’s task for a man suited 
to the work; 

Second, to find out the compensation needed to induce 
such a man to do a full day’s work; 

Third, to plan so that the workman may work continu- 
ously and efficiently. 

And the benefits which are claimed to be derived are :— 

First, an increase of output; 

Second, a decrease in cost of product; 

Third, better workmen attracted by higher wages; 

Fourth, improvement in quality of product, due to more 
careful supervision and better workmen. 


It is urged in support of the Bonus method, that strikes are 
avoided ; that employees are made to be subject to the personal 
equation ; that increase of earnings depends upon individual qual- 
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ifications and individual work; and that the plan is based upon a 
mutuality of interest and benefits. 

Cases are not wanting in which the results of the operation of 
the Bonus system are claimed by the employer to have been very 
satisfactory, both to employer and to employee. 

It is evident that when work is classified and wages paid the 
workmen comprising each class of labor, there results a natural 
consolidation of the workmen of each class, making it convenient 
for them to combine to obtain increase of wages, and a strike is 
more readily induced because of the ability of each class to act as 
a unit. Also, that to force workmen to greater efficiency without 
corresponding benefit to the workmen, brings about opposition 
instead of co-operation. Co-operation without reciprocity can- 
not be lasting, but when based upon mutual benefits and per- 
formed rightly and honestly, should abide. 

But there is quite an opposite view of the Bonus System as 
related to efficiency. Mr. Duncan, First Vice-President of the 
American Federation of Labor, objects to the new meaning 
given to the word Efficiency. He sees nothing in the speeding 
system but an effort to turn manual laborers into specialists, 
usually unfit for anything else than the work on which they be- 
come expert, and when anything happens to deprive them of 
employment, they invariably fall into and increase the ranks of 
the unemployed. He considers the whole scheme of Efficiency 
Management a beautiful theory, but wholly impracticable. He 
invites comparisons with the efforts at efficiency by Organized 
Labor which he explains as school room education as well as 
work shop education, high school preparation for men and 
women for industrial pursuits coequal with the high school edu- 
cation guaranteed at present to those who enter the professions. 
Also industrial night schools where workers can receive educa- 
tion that will develop their minds while their hands are being 
trained in the workshop. 

It is true that specializing may be carried to excess: “A” 
explains he is a “ doer” in a down town office. “A doer” asks 
“B,” “What's that?” “Well, you see,” replies “A,” “they 
have three tellers and a doer. The Treasurer tells the Cashier, 
the Cashier tells the Bookkeeper, and the Bookkeeper tells me 
what’s to be done, and I’m the doer; I do it.” 

It is said also that man exaggerates his specialty. The leather- 
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faced foreman of a railroad section called to a man saying, 
“ Here, drop that wheelbarrow and take a shovel. What do you 
know about machinery?” 

There is not wanting those who preach against the danger of 
over-specialization which hands the task along to the other fel- 
low. As one man said :—“ In this hotel I cannot have a bellboy 
carry my traveling bag to the office. I telephone the clerk and 
he tells the boy. The bellboy tells the head porter and the head 
porter sends me one of his assistants.” 

The Literary Digest of last December, in discussing the topics 
of the day, referred to President Taft as our “ Presidential Effi- 
ciency Engineer.” Amazing economies are reported. Four hun- 
dred places abolished in the Treasury Department, one hundred 
“unnecessary ” employees dropped from the Philadelphia Mint, 
the method of collecting duties at the port of New York has been 
reformed so as to save ten or eleven million dollars. The Post 
Master General actually expects at last to make his department 
self-supporting ; and finally, the estimates for next year’s ordi- 
nary expenses of Government amount to $53,000,000 less than 
the appropriations for this year. And these are but preliminary 
to more comprehensive reforms which are promised after a 
new body of experts, already at work, and including our well- 
known and highly esteemed neighbor, Harvey S. Chase, of 
Massachusetts, shall have simplified the machinery of Govern- 
ment by standardizing the methods of the various governmental 
departments. 

President Lowell of Harvard University, in his Baccalaureate 
Sermon last June said:—‘“ The Keynote of the present day is 
efficiency and more tangible results as a measure of all achieve- 
ment. We ask a man what he has done, and require of him 
definite tasks performed.” 

Doubtless, it will be unwise and unprofitable to specialize 
“ Efficiency ” in the details of a business to the exclusion or inter- 
ference of efficiency in the management of the larger affairs. 
The management may be mistaken in preferring to save a dollar 
in operating expenses rather than to secure a dollar of new busi- 
ness. General efficiency should be the aim, of course, and the 
application of accepted principles should be made to the pur- 
chase department, the sales department, the accountancy depart- 
ment, as well as to labor. 
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PROFIT SHARING is based upon methods which are ex- 
pected to reduce the cost of product or cost of sales. 

There are other very good reasons, doubtless, which may be 
given for the introduction of such a system, but the cold fact 
which largely operates to influence the merchants’ or manufac- 
turers’ mind is the one mentioned. 

A representative of one of the most prominent houses in its 
line of manufacture in the United States, says:—“ Unless the 
employer increases the efficiency of his labor under the profit 
sharing plan to at least the extent of the profits so paid his 
labor, he should not, as a business proposition, adopt it. If, 
however, the reverse is true and he increases the efficiency of his 
labor to an extent greater than the amount so paid for it, it is 
incumbent upon him to adopt the profit sharing plan as it is to 
put in an improved piece of machinery.” 

It is claimed that Profit-Sharing can show :— 

First, the abolishment of strikes; 

Second, the reduction of waste of material; 

Third, less change among employees ; 

Fourth, the lowering of actual labor cost of manufacture, 
including the profits shared. 

Interesting are the methods employed in Profit-Sharing 
schemes. A large house in its line of business, with offices in 
Cincinnati and factories in Ohio, Kansas, and New York, has 
the following plan :— 

Any employee who is earning not exceeding $1,500 per year 
may receive a dividend equal in amount to a percentage of the 
employee’s wages, which shall be the same as that paid annually 
upon the common stock of the company. The plan requires that 
an employee to be eligible to participate in the profit sharing plan 
must own common stock of the company at its market value to 
the amount of a year’s salary; if the employee does not hold this 
amount of stock the company will buy it for him, requiring a 
small payment in cash when the purchase is made, and a mod- 
erate annual payment until the stock is paid for in full, interest 
in the meantime being charged at the rate of three per cent. per 
annum. 

The employee is guaranteed by the company against loss 
through decline in the market value of the stock, and receives as 
a credit his profit sharing dividend, the same being applied 
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towards the payment of his stock until the same is paid for in 
full, after which the dividend is paid in cash. 

The majority of the employees of the company have taken ad- 
vantage of this opportunity and are receiving profit sharing 
dividends, as well as the regular dividends which are paid to the 
holders of the common stock; dividends (to both the holders of 
common stock and to profit sharing employees) of late years 
have been 12% per annum, and the employees are now the actual 
owners of approximately 1900 shares of stock, upon which 
the market value is about $405 per share. 

This scheme has been in force with certain modifications since 
1887. 

A textile mill has had an apparently successful system of 
profit-sharing with employees for some years. 

The plan provides, after making provision for depreciation of 
plant and paying 5% cash dividend on the capital, for the appor- 
tionment of the balance between capital and the total wages paid 
during the year, according to their respective amounts. Every 
worker who has been employed during the entire year receives a 
bonus on the year’s wages. This bonus is not paid in cash, but 
in fully paid shares in the company. These shares then partici- 
pate in the cash dividend on capital for the succeeding year, but 
give no vote in the management. Any employee over 21 years 
of age who has been in the constant employ of the company for 
at least five years and owns shares equal in value to half a year’s 
earnings is given a double bonus of shares. Workers who have 
not been employed a full year do not receive a bonus; the amount 
which would otherwise go to them being carried to a special 
worker’s fund. 

During the fifteen years the above plan has been in force, the 
company has apportioned to its workers as their share of the 
profits about $250,000 in shares and paid cash dividends of about 
$100,000. 

A profit-sharing flour mill with a daily output of three thou- 
sand barrels, pays its labor $1.25 per day for the first six months; 
$1.50 per day for the second six months; $1.75 per day for the 
third six months, and $2.00 per day for the fourth six months. 
After the expiration of the two years the workman participates 
in the profits as follows :— 

Capital is first credited with interest at the rate of eight per 
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cent. per annum; then seven of the principal millers receive five 
per cent. each, and ten per cent. is divided among the balance of 
the employees, making forty-five per cent. of the total net earn- 
ings for distribution among the employees. 

The method adopted by this mill to arrive at the amount to 
be distributed is to divide the total net earnings by 145 and call 
the quotient one per cent. 

After twenty years’ experience the conclusion of this house 
is that the heads of departments and many employees exhibit an 
appreciation of the plan, but they are not so sure of this in the 
departments requiring unskilled labor. The tendency is rather 
to keep the employees together, and make them less inclined to 
leave on short notice. 

A corporation of manufacturing chemists has had in vogue 
for many years a profit sharing system described as follows :— 

A certain amount of the net profits of the business, unknown 
to the men, but always the same, is set aside after six months’ in- 
ventory, and this is divided among the profit-sharers in propor- 
tion to the amount of wages they have earned during that six 
months. One-half of the amount is paid to them in cash and 
one-half is put into an insurance fund in the hands of the 
trustee. The insurance fund is handled as follows :— 

Whenever a profit sharer leaves employ in good standing, 
after notice, he is paid the amount that stands to his credit in 
the insurance fund in three annual installments, one year, two 
years, and three years after the date of leaving the employ, or 
in case of the death of a profit sharer, the insurance fund is paid 
to his heirs in the same way. If, however, the sum to his credit 
is less than $100 it is paid at the end of the year. If the man 
leaves in bad standing, or is discharged, his share in the in- 
surance fund is divided up amongst the others in proportion to 
the amount to which they would have been entitled had he not 
been a participant of the fund. It never comes back to the firm. 

Only those men become profit sharers who sign the profit 
sharing agreement, and no one is obliged to sign it. It is purely 
a voluntary matter. By the agreement they agree to do their 
best to turn out the goods in the best and most economical man- 
ner, and to give sixty days’ notice of leaving. Nothing else is 
required. 

The system has been found to work very well indeed, and a 
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very small percentage of the men are outside the profit-sharing 
agreement. A number of the men have accumulated quite con- 
siderable sums of money in the trustee fund, which serves as an 
insurance to a much larger amount than the ordinary industrial 
insurance. 

The plan just described, it will be noticed, is a combination of 
profit sharing and pension. 

Another corporation whose sales for the past year have ex- 
ceeded $45,000,000, announces to its employees that any em- 
ployee who wishes to buy one share of its preferred stock, to be 
paid for in installments at a price which will be quoted about 
twice each month, may do so. Payments must be made in 
amounts of $5.00 or multiple thereof. Interest is allowed at the 
rate of 4% per annum, dating from the first of the month after 
partial payment is made. As soon as the employee shall make 
full payment for the share of stock, it will be transferred to the 
name of the employee on the books of the company and the stock 
certificate delivered to him or her, without any additional ex- 
pense, after which any dividends declared on such stock will be 
paid to the employee, who then has a vote at the meetings of the 
stockholders of the company. Any dividends which shall have 
accrued on the share of stock between the time it has been 
bought by the company and the date on which it is transferred 
to the employee, will be given to the employee when he or she 
makes full payment for it, less interest at the rate of four per 
cent. per annum on the amount the company has paid for the 
stock ; this interest to be computed from the date of application 
from the employee for the acquirement of the share to the time 
when it has been transferred to him or her. It is understood the 
employee does not become the owner of the share of stock pur- 
chased until it is paid for in full. 

In this company the total number of stockholders was seventy- 
seven hundred and sixty-nine. Of this number twenty-five hun- 
dred and eighty-six are employees of the company, representing 
an ownership of eighty-four hundred and sixty-four shares of 
the company stock. 

The last cited case is one of but a few, to my knowledge, 
where restrictions are not placed upon the sale of the stock by 
employees who otherwise might be induced to quit for the pur- 
pose of realizing the amount of their savings. The profit-sharing 
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feature seems very small, while the effect of such stock holding 
among the employees should be beneficial in many ways. 

Geo. W. Perkins, of New York, testified recently that 12,000 
employees of the United States Steel Corporation were stock- 
holders therein. 

A curious complication has been observed in a fire insurance 
company which paid certain agents a salary, and in order to 
secure greater efficiency allowed an additional small commission 
on insurance written. Some of these agents would divide their 
commissions with outside brokers to secure business which would 
have come to the company anyway, and thus increased the cost 
to the company just the amount of the agent’s commission. 

Much depends upon the point of view. It is published in a 
number of the Literary Digest that a New England mother had 
come upon her eight-year-old son enjoying a feast whereof the 
components were jam, butter, and bread. “Son,” said the 
mother, “don’t you think it a bit extravagant to eat butter with 
that fine jam?” “ No, ma’am,” was the response, “ it’s economi- 
cal; the same piece of bread does for both.” 

The proprietor of a large department store, and which he calls 
the “ largest store of its kind in the world,” and says he “ hopes 
it will be the best,” explains that by “ best’ he means “ of the 
greatest service to the community,” and continues to say further- 
more, that he thinks one of our biggest opportunities for service 
to our community in this business lies in working out better and 
more just relations between employer and employee. 

PENSION, literally, means a payment made, rent, interest 
paid. A pensioner, in Cambridge University in England, and in 
that of Dublin University, like a Commoner in Oxford Univer- 
sity, is one who pays for his board and is not dependent upon the 
foundation for support. 

This meaning is foreign to our consideration, however, for 
our pensioner is one who receives, and the pension is what is 
paid only after the work has been completed and the ability to 
labor has ceased; the mercantile pensioner is a dependent. 

Pensions, therefore, commercially considered, should be pro- 
vided for in a reserve, during the period of activity of the em- 
ployee, and, like Bonus and Profit-Sharing, be treated as a regu- 
lar expense of the business. 

In the Commonwealth of Massachusetts there was intro- 
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duced in 1907 a bill to provide for an investigation and report 
relative to the adoption of a system of Old Age Insurance 
and Pensions, and twenty-five hundred dollars appropriated for 
expenses. 

In 1908 there was appropriated for the expenses of the Com- 
mission on Old Age Insurance and Pensions, fifteen thousand 
dollars ; and in 1910 the Commission transmitted its report. 

We are indebted to Professor F. Spencer Baldwin, Executive 
Secretary of this Commission, for much of our pension statistics. 
In the report descriptive accounts are given of existing systems 
of old age pensions, insurance and annuities in Germany, Eng- 
land, Denmark, Belgium, France, Italy, New Zealand, New South 
Wales, Victoria, Australia, Canada, Austria; the pension legisla- 
tion in the United States, National, relating chiefly to military 
pensions, and Pension legislation in the various states. Also the 
Pension system of the Friedrich Krupp Company which is quite 
complex and difficult of precise explanation. The Pension funds 
in this latter company amount to nearly 20,000,000 marks, or 
about $5,000,000. The system is compulsory, is limited to wage 
earners whose earnings do not exceed 6.75 marks a day; there 
is an initiation fee of one and a half times the daily pay, and 
after that 2.5 per cent. of the earnings which is deducted and 
accounted for in the pay envelope. The firm pays annually an 
amount equivalent to the full sum paid by the workmen. A 
description of the system for the payment of pensions would 
occupy too much space for the present paper. 

The management of a life insurance company has for some 
fifteen years taken and carried a twenty-year endowment life in- 
surance policy upon each employee of two years standing. The 
policy is assigned to the manager with written instructions as to 
whom payable in case of death. This is done too as security, in 
addition to the fidelity bond, in case of defalcation or improper 
conduct. The criticism made to this plan is that it is crude in 
that it treats every employee alike, regardless of age at entrance 
and regardless of compensation. They are now working out a 
plan under which the pension shall be based upon the average 
compensation for the past ten years and shall become effective 
for male employees at sixty-five and female at fifty-five years. 

In a large manufacturing company in Massachusetts there is 
a plan in operation of giving the privilege to those who have 
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worked continuously for fifty years of retiring on half pay, or 
working or resting intermittently, receiving half pay when resting 
and full pay when working. The concern has pensioned three 
persons by this arrangement. 

In another mill, provision is made for pensions for employees 
who have been in the service of the company for fifteen years, 
under the following conditions :— 

Any such person incapacitated for labor through old age or 
through other cause for which he is not responsible, may be re- 
tired on pension; or, if having reached seventy years of age, may 
retire on pension at his pleasure. The amount of the annual 
pension is 1% per year for every year of service of fifteen to 
thirty-five years of service; and for periods longer than thirty- 
five years, the pension is 50% of the average wages. No pension 
shall exceed $500. No pension is given where incapacity is the 
result of intemperance. 

Another company plans for the retirement of employees be- 
tween the ages of sixty-five and seventy, who have become unable 
through disability or other cause, to perform the active duties 
of their positions. The retirement is optional, not compulsory, 
and the allowance amounts to 14% of the average pay for the 
preceding five years, multiplied by the number of years of the 
employee’s service. 

A prominent life insurance company has established what is 
called a “ Staff Savings Fund,” which consists of subscriptions of 
the Company, deposits of the employees and accretions of in- 
terest. 

The deposits consist of about 5% of the employees’ savings 
for a year, and the company’s subscriptions equal 5% of each 
deposit. Any employee after one year’s continuous service and 
whose earnings for his contract year preceding application for 
membership were not in excess of $3,000, may become a de- 
positor. 

An analysis, briefly stated, of the pension schemes in use 
by twenty-two industrial, commercial, or banking establishments, 
makes the age of retirement to be from no age specified, each 
case being dealt with itself, to 70 years. The usual age of 
compulsory retirement is 70 years; of voluntary retirement, 60 
years. 

The period of service required varies from ten to thirty 
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years. The term twenty is taken in most cases. Thirty is re- 
quired in only one. 

The amount of pension is usually arranged by an allowance of 
1% of the average wages during the last ten years for each year 
of service. In one case the period is five years instead of ten. 

The expenses of the pension system are in a great majority of 
cases borne entirely by the employer, no contributions by the em- 
ployees being required. This is provided by a fund or an annual 
appropriation, or both. Some companies, however, require con- 
tributory payment by the employees, say, three per cent. of 
wages, or two per cent., and in each case the payment of an 
equal amount by the Company. 

The pension system is administered by Boards composed of 
employers and employees, appointed usually by the directors. 

The pension system of the Baltimore and Ohio is the oldest in 
existence, dating from October 1, 1884, a comparatively recent 
date. 

In closing we may state that it is common to the practice 
of accountancy, wherever the organization of office methods is 
undertaken, the systematizing of a business entered upon, or the 
charting of a cost plan laid down, for the accountant to consider 
what will best induce efficiency; and the scope of his investiga- 
tion may be as extensive as he feels qualified to make it. He 
should keep well posted in up-to-date methods and be able to in- 
telligently explain their application. 
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The President’s Address * 
By Epwarp L. Surrern, C.P.A. 


President of the American Association of Public Accountants 


As we meet in this Convention, it is desirable that we should 
review the history of the past year, in order that we may gain 
from it such encouragement as may be our due, or learn from 
it any lessons which it may be entitled to teach us. 

The year has not been without its encouraging features. Not 
only has there been a gain in membership, which we may prop- 
erly expect every year, but there has been an advance along 
certain lines of opportunity which we will later consider. The 
gain in membership strength is 102. This is not a specially 
large increase, but it is a reasonable growth, all things consid- 
ered, and it makes our number 1090, including duplications of 
membership of individuals in two or more Societies. It is quite 
certain that this number may be considerably increased if every 
effort be put forth by the officers of the several Societies to en- 
list in their own membership every eligible person. 

We are glad to welcome to our membership two new con- 
stituent societies which have been organized and applied for 
recognition since our last convention—viz. the “ Alabama Society 
of Public Accountants” and the “ Texas Society of Public Ac- 
countants.” Both of these societies start under promising 
auspices and we hope will increase and develop in the near 
future. 

The greatest strength of any organization, however, does 
not come through mere mathematical additions however import- 
ant these may be, but through the development in the organiza- 
tion of a common spirit which may inform us with a common 
zeal and a common purpose. 

It is gratifying to know that to a certain extent this expe- 
rience is true. Very many of our members, not only those who 
serve on Committee, but others as well, are deeply interested 
in the success of the Association, alert to its needs and ready to 
do all in their power toward its advancement. If this were true 
of all, our progress would be signal. 


* Delivered at the Twenty-fourth Annual Convention, San Francisco, September, 1911 
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During the year the Accountants in several States have been 
much interested in securing beneficial legislation. C. P. A. bills 
were introduced in Wisconsin, Kansas, Oklahoma, West Vir- 
ginia and North Carolina, but no laws were enacted except in 
West Virginia, where the bill was passed. Unfortunately, this 
law is very defective in some particulars. Evidently the interest 
in securing such legislation is growing and is in a sense gratify- 
ing, but I desire to emphasize the remarks of my predecessor 
in this connection. In his address last year, Mr. Sterrett said: 
“ Legislation of this type, whether for accountancy or any other 
profession, is justifiable only on the ground that it promotes the 
public welfare, the benefit, if any, to the individual practitioner 
being incidental and purely subordinate.” 

With this view I am heartily in accord. C. P. A. legislation 
is desirable, but in order that it should be desirable it should be 
proper; and that means that the interests of the public should 
be safeguarded so that they may not be misled through suppos- 
ing they are securing protection where none exists. Legislation 
which confers the title of C. P. A. without demanding as a pre- 
requisite the educational and practical experience embodied in 
our best laws, should be discouraged rather than aided. It is a 
grave question also, whether or not it is wise at this time to 
encourage legislation in any State where there exists small need 
for the practice of accountancy, or where but very few account- 
ants are engaged in its practice, and whether such legislation 
should not be left for the future when the need shall be more 
manifest and declared. 

Efforts were put forth in New York State to secure some 
special legislation in the interests of accountants. A carefully 
drawn bill was introduced at the last session of the Legislature, 
for the purpose of permitting the Courts, at their discretion, to 
retain accountants in matters in which accounts were material, 
the costs of such services to become a part of the Court charges. 
This bill passed both houses, but was vetoed by the Governor, 
much to the regret of the supporters of the bill. 

As set forth more fully in the report of the Committee on 
Federal Legislation, the Association has also been greatly in- 
terested in endeavoring to secure an amendment to the Corpor- 
ation Excise Tax bill, and the members have been kept well 
informed concerning these efforts through the active correspond- 
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ence which has emanated from the Committee. The earnest co- 
operation of the members with this Committee is urgently 
solicited. Such co-operation, it is believed, will prove of large 
value to us, as accountants, if we should be successful in secur- 
ing the passage of the amendment at the next session of 
Congress. 

The secondary value will be larger perhaps than the immedi- 
ate. If a law shall be enacted by Congress which, to some 
extent at least, shall be recognized as a measure advocated by 
accountants, it will do more to extend our influence than any- 
thing else that has ever happened. 

The President, in his address last year, mentioned the recog- 
nition which had been extended to this Association by the Na- 
tional Civic Federation, and the American Economic Association. 
The former renewed its invitation to us to be represented by a 
Comunittee at its annual meeting in New York last spring, and 
we were so represented. We were accorded official representa- 
tion at the annual meeting of the Economic Association held in 
St. Louis last December, where papers were prepared and read 
by some of our members at the Special Accountancy Session, 
while other members participated in the discussions. We have 
also been invited to be present at the meeting this month in Rich- 
mond of the International Tax Association. This increasing 
recognition by other civic and progressive organizations is, I 
trust, only an earnest of a more general acknowledgment of us, 
as an organization, existing not only for our mutual benefit, but 
as one embodying distinct aims and purposes for the larger com- 
mon good. 

While there has been little direct legislation affecting our 
Association, the general trend of events, as well as some special 
legislation that has been enacted, must exert a marked influence 
upon our profession. So closely are we associated with the ac- 
tivities of our country and so dependent upon their progress, 
that we are directly affected by whatever affects them. It takes 
little observation to realize that the conditions under which busi- 
ness has been transacted for the past twenty years are in a state 
of change. Principles of conduct, which seemed to be well es- 
tablished, have become unsettled; new principles as well as new 
practices must be evolved, in order that there may result an 
adjustment with the new conditions. 
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For several years we have been familiar with the cries for 
control of corporations and regulating publicity of their affairs, 
but never within a single year has so much happened toward the 
consummation of these purposes as within the year since we 
last met together; and it is safe to say that never within the 
commercial history of our country have men been in such doubt 
as to their proper conduct in respect to the laws, as at present. 
Men have always been concerned as to the wisdom of their acts 
having regard to business success, but it is a curious fact that 
to-day there exists much perplexity as to the legality of acts 
which heretofore have been regarded as wholly natural and 
logical. 

This novel situation has been largely complicated through the 
recent judicial decisions, and it now becomes necessary that 
there should be a close study of the new conditions governing 
business, in order that the proper adjustment to accommodate 
them may be made. If, as now seems probable, an Income 
Tax shall be enacted, it may be that we shall find a new phase 
of business developed, if the experience of our English brethren 
be any guide. 

These and other causes combine to make this a time of great 
interest and almost vital importance to every corporation, and 
it is for this reason that we as accountants should and do realize 
that this is the day of great opportunity for us. Whether the 
laws already enacted, or those which are to follow, be purpose- 
ful, logical and consistent, or whether they be inconclusive and 
inapt, it is at least certain that there must result changed relation- 
ships between the government and the corporations, as well as 
changed methods of conducting their affairs. It is in situations 
such as these that the trained powers of observation, analysis 
and deduction become of greatest value, and these powers are 
supposed to constitute part of the equipment of all qualified ac- 
countants. 

The word “ qualified,” connotes education, and it is with 
very great pleasure that we can speak appreciatively of the large 
opportunities now provided for the study of the science of ac- 
countancy. Every year sees new progress in this direction, and 
the fact that old and conservative institutions are establishing 
schools of accountancy and cognate courses demonstrates the 
fact that there exists a need for them and that this need is recog- 
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nized. The splendid work which is being done by some of our 
own members, in developing and carrying on such instruction, 
is something of which the Association may well be proud. The 
Report of the Committee on Education will be found well worth 
consideration, and the Committee is entitled to much credit for 
its preparation. Too much emphasis hardly can be laid upon 
the great importance of systematic study in order to prepare the 
accountant for the practice of his profession. Not only does it 
enable him to understand the underlying principles which he 
will need to apply, but it develops in him the habit of study, and 
it is perfectly safe to say that this habit will find large oppor- 
tunity of exercise throughout his entire professional life. Be- 
cause of the fact that so many of the C. P. A. Laws are either 
defective in themselves, or defective in practice, it follows that 
the title C. P. A. may stand for much or nothing, as the case 
may be. It, therefore, becomes highly important that the in- 
dividual should be qualified to stand on his own merits, as indeed 
he must do eventually in any case. 

Allied with the thought regarding the education of the ac- 
countant, is that of the acknowledged organ of the Association, 
the JouRNAL oF AccouNTANCY. Since its inception, this Jour- 
NAL has been devoted to the interests of the profession in every 
phase thereof. It has had no other reason of existence. It has 
uniformly and consistently stood for the larger education of the 
accountant, for the best standards of practice and conduct and 
for enlightenment and instruction in all matters affecting our 
interests. During these years, it has been assisted through an- 
nual appropriations made in our Budget for its support, but 
outside of such assistance, the measure of aid afforded it by 
accountants has been disappointing. It has, it is true, been 
largely dependent upon members for its contributed articles, 
but the number of such contributors has been small, and it is a 
highly regrettable fact that only about one quarter of our mem- 
bers are subscribers to the only periodical published which is 
wholly devoted to accountancy. 

Every effort has been made to interest our members in this 
JourRNAL, but all have been unproductive so far as increased sub- 
scriptions are concerned, and the publication must be abandoned 
unless this Association shall assume the responsibility of its con- 
tinuance. The Trustees are in accord in believing that it would 
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be most unfortunate to lose the support of this special organ, 
and to allow it to die after it has lived for over six years. To 
prevent this, the Trustees have decided to recommend that the 
Association assume the responsibility of its publication. In or- 
der that this may be done, they have recommended that the 
contribution of the Association be continued, and that the new 
Secretary be made editor of the JouRNAL, in addition to as- 
suming the other duties of his office. The JouRNAL has been for 
the last two years self-supporting, and if the members will en- 
deavor to increase its circulation among the non-subscribers, 
there is no reason to expect that it may not prove a source of 
some income. 

The President feels that a special acknowledgment is due to 
Mr. Herbert G. Stockwell, of Philadelphia, for his efforts to- 
ward the progress of the work of the Committee on Account- 
ing Terminology. At the last meeting of this Association the 
matter was referred to the Executive Committee to formulate 
a plan for the carrying on of this important character of work. 
In the opinion of the Committee, it was deemed best to make 
the attempt to secure some one member of the Association who 
might be charged with the duty of communicating with other 
members and endeavor with their co-operation to produce defini- 
tions of a restricted number of accounting terms, it being be- 
lieved that in this way some fairly authoritative definitions could 
be obtained and the list be increased from time to time as fast 
as possible. 

In accordance with their judgment, the request was made of 
Mr. Stockwell to assume this onerous and somewhat ungracious 
duty, and notwithstanding the many demands upon his time, he 
consented so to do, and has presented the result of his labors in 
the form of a report, which will be found among the other re- 
ports of the Committees. The Association, unquestionably, will 
recognize the generous spirit and labors of Mr. Stockwell. 

The Trustees are pleased to announce that they have every 
expectation that within a very few weeks the Association will 
enjoy the services of the Executive Officer whose relations to 
us have been for so long a matter of consideration and discus- 
sion. With his election, it is hoped that the Association will 
progress more rapidly than ever before. We hope that through 
his efforts we shall be able to bring the Association and the 
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Association idea more closely in touch with the several constitu- 
ent organizations than has been possible heretofore. If we are 
to advance, as an association, this seems imperative, for only 
through such closer contact can we exercise any effective influ- 
ence over proposed legislation, and advise concerning it. If the 
Association through its Committees had been able so to counsel 
and advise concerning some of the recent C. P. A. laws, it might 
have resulted, either that better laws might have been enacted, 
or else none at all; and better no law at all than one vitally 
defective. It is thought that the work of the Secretary will be 
especially valuable in stimulating a more marked solidarity of in- 
terest between the societies and the Association. We all recog- 
nize the difficulty which exists in securing the interest of the in- 
dividual member in his own State organization. To many, there 
seems nothing to be gained through such membership or through 
giving up some part of their time and effort toward the work 
of the Society. Everything is looked at from the standpoint of 
immediate and individual profit, and nothing at all is seen beyond 
that. It is only when one gets a conception of the value of 
- service that his interest increases; then he sees that whatever is 
for the advantage of the many, is necessarily of advantage to 
the one, and that as he contributes to the general good he himself 
derives personal gain. As this difficulty affects the individual 
member’s relation to his State Society, it more emphatically 
exists as to his relation to this Association. This seems more 
remote still, and because of the peculiar character of our mem- 
bership, the individual appears to have less influence than he 
otherwise might have. This is not true, however; all work must 
be carried on by individuals, it cannot be done otherwise; so that 
his relation to the Association is just as intimate as it is to his 
own Society and to develop the acknowledgment and apprecia- 
tion of this relation will be part of the Secretary’s work. 

We hope, too, that he will be able to perform great service, 
in securing a larger knowledge and recognition of accountancy 
and what it stands for, among the general public. The greatest 
single problem which it appears to me confronts us is, how 
shall we educate the business public to understand what we are 
and what we can do; to cause them to realize that there exists 
a body of men who through study and practice have fitted them- 
selves to deal with all questions which relate to Accounts, and 


511 


The Journal of Accountancy 


sani whose standards are such that the answers they give to such 
questions shall be competent, truthful and exact. Through 
proper mediums and in proper ways, it is thought the Secretary 
will be able to develop this larger recognition, but the greatest 
factor in such development will remain unchanged, and that 
must ever be the result of our own accomplishments. 

We have, in the few years since accountancy has been known 
in this country, accomplished much. We are entitled to believe 
we shall continue to advance, and that we may advance worthily 
is, I am sure, the desire of us all. 
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Accounting in Antiquity * 
By Joun P. Younc 


Editor San Francisco Chronicle 


A high stage of commercial development could not be at- 
tained by any community unless it were accompanied by a more 
or less elaborate system of accurate accounting, and that pre- 
supposes the use of some convenient means of recording trans- 
actions in a permanent form. 

This assumption will scarcely be questioned by anyone famil- 
iar with the requirements of trustworthy bookkeeping. But it 
appears that there are many scholarly persons who assume that 
ancient peoples managed to evade this necessity and were able 
to carry on great and varied operations with a system, or rather 
lack of system, as crude as that of the barkeeper who chalked 
up the drinks obtained by his customers on trust on a board kept 
back of the bar. 

About ten years ago the editor of “ The Outlook” in an 
article on abbreviations, in which considerable learning was dis- 
played, endeavored to demonstrate that the Roman propensity to 
avoid spelling out long words and sentences was induced by the 
fact that their principal medium for writing was the tablet cov- 
ered with wax on which the writer scratched what he had to say 
with a stylus. 

This suggested to your lecturer the desirability of demon- 
strating that the use of paper was general in antiquity, and that 
the tablet, despite the fact that it is frequently alluded to in the 
classics in a manner calculated to confuse, was never employed 
in the time of Cicero except for temporary purposes, just as we 
now sometimes employ a slate or something else from which an 
erasure may easily be made. 

The investigation proved very interesting and disclosed the 
fact that from the very earliest period of which we have knowl- 
edge, that can be considered historical, there must have been sys- 
tems of accurate accounting, and that the ordinary medium for 
recording transactions was paper, and not, as is sometimes care- 
lessly assumed, such durable materials as clay tablets or, as sug- 


*A paper read at the twenty-fourth annual meeting of the American Association 
of Public Accountants, San Francisco, September, 1911. 
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gested by “ The Outlook,” the tablet covered with destructible 
wax. 

It is hardly necessary to describe to an assemblage of the sort 
I am addressing the limitations upon accuracy which adherence 
to the use of clay or wax would entail, and I feel assured that all 
my hearers will agree with me that no perfect system of account- 
ing could be attained unless a medium as flexible and handy in 
every particular as paper existed. 

It therefore seemed to me that if the evidence pointed to ex- 
tended commercial intercourse in antiquity that fact in itself fur- 
nished conclusive evidence that paper was used thousands of 
years before our time in all ordinary transactions, and that the 
tablets with the wedge-shaped inscriptions, discovered in recent 
times in that region which was once ancient Babylon, were in- 
tended to serve as permanent records. 

Among these tablets is found a large proportion of contracts 
and accounts. Some of the latter are what might be termed 
primary entries, and this fact has led to the assumption that the 
bookkeeping of the Sumerians was done on soft clay which was 
afterwards baked. It is perhaps presumptuous to place against 
the opinion of an archeologist that of a practical man, but it is 
only by viewing the subject from every standpoint that the 
truth can be ascertained. 

The learned in such matters assert that the Babylonians, or 
the people who spoke the Sumerian language, and inhabited the 
plains of Mesopotamia, named the twelve signs of the zodiac and 
divided the equatorial into 360 degrees at least 2200 years be- 
fore our era, and that they also determined the length of the 
sidereal year and were accustomed to reckon the latitude of the 
stars from the zenith of Elam just as we reckon longitude from 
the meridian of Greenwich. 

Being deficient in astronomical knowledge, and weak in 
mathematics, I made inquiry concerning the nature of the cal- 
culations necessary to arrive at the above results and learned that 
the necessary calculations would fill many sheets of paper. The 
conclusion drawn was that if the assumption that the Sumerian 
astronomers employed clay they would have had to start a brick- 
yard every time they wished to work out a result ; and that book- 
keepers, on occasion, might find it necessary to run several of 
them in order to prepare a satisfactory balance sheet. 
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Among the resurrected knowledge concerning this ancient 
people we have a codification of laws attributed to Khammurabi. 
A German Assyriologist ventures the opinion that the culture of 
the people for whom this code was made had attained its com- 
pleted form some five or six thousand years before our era. It 
would be rash to challenge his assumption for from this code 
we are enabled to extract that the cities of that period main- 
tained an octroi; that there were customs and ferry dues col- 
lected and highway tolls and water rates imposed, all of which 
implies the existence of a complexity which is the product of a 
slow and laborious evolution. 

From the code we also learn that trade was practiced on an 
extended scale and that agents were far afield. The law strictly 
defined the relation of principal and agent and that of creditor 
and debtor. Claims could not be enforced unless they were prop- 
erly entered, and a false entry on the part of an agent was 
penalized threefold, and if the principal was found guilty of a 
similar offense he paid a sixfold penalty. There were banks and 
the use of drafts or checks was common, and the resurrected 
tablets show that there were innumerable legal decisions con- 
cerning contracts, deeds of conveyance, bonds, receipts, inven- 
tories and accounts of all kinds. 

Although much is left to conjecture, and we have yet to learn 
of the methods of these ancient accountants, we may reasonably 
be sure that they were methodical for when courts of law are 
invoked to settle disputes between debtor and creditor care is 
taken to secure accuracy. And indeed that is indispensable to the 
conduct of affairs on a large scale. It is unthinkable that there 
should be a great commercial development without the accom- 
panying feature of systematic accounting, and it is equally cer- 
tain that the operations of a nation high in the scale of civiliza- 
tion, with revenues to collect and receipt for or disbursements to 
make, could be carried on without public accountants. 

Coming down a little nearer to our time we find descriptions 
of the activities of a people whose name is almost a synonym for 
commercialism, and whose trading proclivities are frequently re- 
ferred to in the Bible. The Phoenicians, whose bold navigators 
circumnavigated the continent of Africa, and whose merchants 
had dealings with all the peoples of antiquity must have devel- 
oped some of the highest forms of accounting. They planted 
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factories wherever the opportunity for trading offered, and these, 
being in the nature of permanent agencies, and operating on an 
extended scale, were necessarily required to make showings that 
would prove satisfactory to the parent establishment which was 
often a joint stock concern. 

Of Sidon and Tyre we are told that they traded in fine linens 
from Egypt; blue and purple dyes from the isles of Elisha; sil- 
ver, iron, tin and lead from Tarshish, which they obtained from 
the Carthaginians; slaves and brazen vessels from Greece, Tubal 
and Mesech; emeralds, purple embroidery, fine linen, coral and 
agates from Syria; corn, balsam, honey and gums from the 
Israelites; fine wools from Damascus; polished ironware, pre- 
cious oils and cinnamon from Dan, Javan (Greece) anu Mezi; 
magnificent carpets from Dedan; sheep and goats for slaughter 
from the pastoral tribes of Arabia; costly spices from Arabia and 
India; precious stones and gold from Sheba and countries in the 
south of Arabia. 

The operations of these great manufacturing cities of an- 
tiquity were by no means simple exchanges. They represented 
all the complicated forms peculiar to modern commerce and in- 
volved the use of the same machinery we now employ in the 
transaction of business. There is even ground for the assump- 
tion that they had brought their methods of accounting nearer 
to perfection than we have, and that they were enabled by a 
device resembling that of the clearing house to settle balances 
of all kinds with a minimum of metallic money. 

The Greeks who borrowed much of their civilization from 
Asia, greatly improving upon it in many particulars, undoubtedly 
followed the business methods of the East. They admit their 
obligations in some particulars with a freedom which might 
impel the hasty reader of Grecian history to imagine that they 
were anxious to repudiate all claims to originality. 

This is especially noticeable in the Economics of Aristotle, 
who seems to find it necessary to furnish precedents for many 
of the practices of his countrymen in the customs of other na- 
tions. It is through this propensity we have learned of many 
things happening to other peoples than the Greeks of which we 
should have remained wholly ignorant had his works not sur- 
vived. 

It is to Aristotle that we are indebted for knowledge of the 
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fact that most of the varied forms of credit we are now familiar 
with were well known to the ancients, and that in some respects 
their practices indicated a far better insight into the basic princi- 
ples governing commercial intercourse than modern business 
communities possess. 

Aristotle’s definition of the functions of money is unassail- 
able, and his descriptions of the various devices resorted to by 
active trading peoples to dispense with its direct use give us an 
insight into the business methods of numerous peoples. He tells 
us that notes as evidence of debt were in common use and he 
makes it clear by inference that the practice of discounting was 
prevalent. He speaks of loans made on the security of coming 
crops in order to provide the money for the payment of troops, 
and he lets us know that the funding plan was frequently resorted 
to in his time, all of which points to a mistake in the assumption 
that “a national debt is a national blessing” is a modern dis- 
covery. 

We also learn from Aristotle and other Greek writers that 
the democracy of Athens was rather insistent that a full account- 
ing of all transactions should be made by those who served them. 
It is evident from this that the system of public accounting was 
pretty well developed. That there were experts who made it 
their business to overhaul these accounts is abundantly testified 
to by the frequent accusations of “ graft” brought against offi- 
cials, some of whom appear to have been as vulnerable to im- 
proper influences in Greece a couple of thousand years ago as 
they are to-day in American cities. 

The Greeks did not content themselves with well-ordered 
public affairs; those of the private citizen were evidently also 
looked after carefully. Xenophon in his book on economics gives 
a picture of the management of a household which indicates that 
the wife had responsibilities imposed upon her far greater than is 
commonly inferred from those fugitive allusions to the part she 
played among her women. He says: “ Resources come into the 
house for the most part by the exertions of the husband, but the 
larger portion of them is expended under the management of the 
wife, and, if affairs be well-ordered, the estate is improved; but 
if they are conducted badly they are diminished.” In another 
place he describes duties imposed upon the lady of the house, the 
performance of which must have required exact accounting as 
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they involve the necessity of stock-taking with the view to the 
determination of whether the estate has been illy or profitably 
administered. 

Transferring our attention from Greece to Rome we are not 
surprised to find that its citizens were appreciative of the value of 
exactitude which finds its expression in accounting, for has not 
Pliny the Elder told us that it was the custom of the Romans 
to imitate and make use of all the good things practiced by their 
neighbors or the people they conquered and assimilated ? 

If I had the same opinion of the Romans as that commonly 
entertained I should not quote them as an illustrious example; 
but I take the liberty of disagreeing with all those historians who 
have assumed that Rome was merely a conquering nation whose 
people were deficient in the manufacturing and commercial in- 
stinct, and assert broadly that no nation in antiquity surpassed 
it in all those practices which go to make up a great trading 
country. 

The evidence is overwhelming that the conquests of Rome, 
like those achieved by its modern prototype, Great Britain, were 
the necessary outcome of a development which demanded expan- 
sion and that they were not inspired by a desire to despoil weaker 
peoples. It is not essential to the working out of my theme that 
I should furnish proof of this but in passing I may say that the 
wars with Carthage in their inception were trade conflicts pure 
and simple, an assertion borne out by the fact that they were 
terminated by commercial treaties, which secured for Rome the 
right to trade with Carthage and her colonies. 

Now closet-historians may conceive the possibility of a nation 
going to war with another nation to compel it to sell goods to its 
subjects but I am sure you will not. The Carthaginians were 
manufacturers and traders and it is unthinkable that they would 
interpose obstacles to anyone buying from them, but if we are to 
believe the most eminent writers of history Rome made war upon 
them to secure that privilege. The assumption is rank nonsense. 
The treaty which concluded the first Punic war by its provisions 
gave the Romans the right to trade in Carthaginian territory and 
within Carthage’s sphere of influence, and might serve as an 
excellent model for a modern reciprocity treaty which we all 
know has as its inspiration the desire of both signatories to sell 
—the buying matter always takes care of itself. 
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The misunderstanding concerning the industrial condition and 
attitude of ancient Rome is as great as that which has produced 
the impression that the Roman provinces were administered 
solely for the purpose of plundering their inhabitants. Evidence 
which ought to conclusively demonstrate that misgovernment was 
the exception is easily accessible, and much of it has a direct 
bearing on the subject I am treating as it vividly portrays the 
fact that the people of Rome demanded a strict accounting from 
those who served them in an official capacity. But my time will 
not permit me to treat this phase in detail, and besides there is 
other testimony more to my point in the orations of Cicero. 

That eminent legal luminary and politician in a speech in 
which he appeared for an actor named Roscius, gave an excellent 
sketch of private Roman bookkeeping which would permit any 
of my hearers to reconstruct the system. Roscius had engaged 
to teach a young slave who was articled to him his art, that of 
the comic actor. The slave was killed and the actor brought an 
action against the man who killed him and recovered damages to 
the amount of 100,000 sesterces. The man who had articled the 
slave had also recovered damages from the slayer, and suppress- 
ing the fact sought to make Roscius pay over one-half of the 
amount received by him. In his argument Cicero dwelt at length 
on the reputation of Fannins, the man who tried to overreach the 
actor, but his strongest point was that directed against the sus- 
picious character of the bookkeeping of Fannius. Cicero said: 
“ He says that I am indignant and sent the accounts too soon; he 
confesses that he has not this sum entered in his book of money 
received and expended; but he asserts that it does occur in his 
memoranda. Are you then so fond of yourself, have you such a 
magnificent opinion of yourself as to ask for money from us on 
the strength, not of your account books, but on your memoranda. 
To read one’s account books instead of producing witnesses is a 
piece of arrogance; but is it not insanity to produce mere notes 
of writings on scraps of paper? If memoranda have the same 
force and authority and are arranged with the same care as ac- 
counts where is the need of making an account book? Of mak- 
ing out careful lists? Of keeping a regular order? Of making 
permanent record of old writings? But if we have adopted the 
custom of making account books, because we put no trust in 
flying memoranda, shall that which, by all individuals is con- 
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sidered unimportant and not to be relied on to be considered 
important and holy before a judge? Why is it that we write 
down memoranda carelessly; that we make up account books 
carefully? For what reason? Because the one is to last a 
month, the other forever; these are immediately expunged, those 
are religiously preserved; these embrace the recollections of a 
short time, those pledge the honesty and good faith of a man 
forever; these are thrown away, those are arranged in order. 
Therefore, no one ever produced memoranda at a trial; men do 
produce accounts and read entries in books.” 

Few of my hearers would have any difficulty in reconstruct- 
ing the main features of Roman bookkeeping from what I have 
quoted. The remarks of Cicero apparently show that the Romans 
kept a cash book and ledger, and that the latter was posted reg- 
ularly every month. I ran across a criticism some years ago in 
a book on “ Commerce in Antiquity,” which was written towards 
the close of the eighteenth century by a Scotchman named Mac- 
Pherson, in which the author ventured the opinion that no journal 
was used, but the absence of reference to such a book is untrust- 
worthy evidence, for its use may have been so familiar that 
Cicero did not deem it necessary to mention it. 

It is hardly probable that great care would have been ex- 
ercised in writing up cash transactions, and that loose memoranda 
of credit transactions would have been deemed sufficient. Al- 
though there is no direct statement to that effect we may reason- 
ably be certain that there was a day book, and that the com- 
plexities of Roman commercial intercourse pointed the way to the 
use of devices which would check the work of accountants. 

The critic I have spoken of assumes that the hastily written 
memoranda, “ with alterations or blottings,” were posted from 
directly, and that they were thrown away every month, but this 
hardly seems probable. If that was really the practice, and there 
was nothing intervening between the destroyed memoranda and 
the ledger, the experting of books would have been a difficult 
procedure, although Cicero’s reference to the evidence of wit- 
nesses to a transaction being of more consequence than the ac- 
counts suggests something of the sort. 

The Romans long before Cicero’s time had recourse to the 
joint stock system; and they had developed the business of bank- 
ing to such a high degree that the moneyed men of the capital 
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practically financed the world of the period. Some of the names 
of men most familiar to us were engaged in money operations on 
a scale that justly entitled them to be regarded as the Morgans 
and Rockefellers of their time. Private irdividuals are on record 
as making loans to countries to prosecute wars and industrial 
enterprises. Mining operations were carried on in the provinces 
on a vast scale for men who lived in Rome and furnished the 
capital. Pliny tells us that in Spain hydraulicking was engaged in 
to such an extent that mountains were literally washed away. In 
all the large provincial cities agencies of various kinds existed 
whose headquarters were in Rome. 

It is inconceivable that these great and varied occupations 
could have been pursued without carefully devised and elaborated 
methods of accounting suited to each class of business. It is not 
probable that the petty shopkeeper kept his books in the same 
manner that those of Croesus were kept. Croesus, as you know, 
was the richest man in Rome in the period when Cesar and 
Cicero were flourishing, and if we are to believe Ferrero, the 
most recent of Roman historians, he was the most extraordinary 
product of the times, for actually, if we are to accept the verdict 
of the historians, although the greatest money-lender in Rome, 
he was also the active friend and backer of Catiline who, they 
say, was advocating the abolition of all debt, and to accomplish 
his purpose was quite ready to burn down the city. 

But it is not to point out the inconsistencies or dwell on the 
absurd conclusions of historical writers that I refer to Croesus, 
but to call attention to the fact that his method of keeping track 
of affairs must have been highly elaborated to permit him to do 
what Plutarch tells us he did, and what no historian has seen fit 
to challenge despite its inherent impossibility. Croesus, he says, 
had an organized corps which, when a fire occurred in the city, 
hastened to the scene and at once made overtures for the pur- 
chase of the burning property, and that in the neighborhood 
which happened to be menaced by the flames. As the habit of 
mortgaging property was quite common in Rome these operators 
must have been walking halls of records to be able to carry on a 
business of the kind suggested. 

They probably did nothing of the sort. The evidence is not 
clear, but the story points to the existence of some method of 
insurance against fire. Marine underwriting we know was quite 
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common, for we have recorded instances, and nothing is more 
likely than that precautions to insure against disaster on the sea 
would be imitated by those interested in property on terra firma. 
Croesus was probably largely interested in fire insurance and the 
corps spoken of by Plutarch was a body of men similar to our 
fire patrols, and their business was to extinguish fires before they 
gained headway. The misconception may have arisen through 
this corps refusing to exert itself when they knew Croesus had 
no interest in preserving a particular property from destruction. 

It is to emphasize the belief that a people as advanced in 
commercial practices as the existence of marine and fire insur- 
ance imply that the operations of Croesus are cited, and to sug- 
gest that primitive methods of bookkeeping would have been out 
of place in such a stage of development; and also that it is in 
the highest degree improbable that accounts were kept on paper 
that was rolled on a stick as most commentators of ancient affairs 
assume was the case with manuscripts. MacPherson declares 
that “the books of the ancients which were not like ours, which 
are bound together by the inner sides of the leaves, but were 
long rolls containing divisions called ‘ poginae’ which we call 
columns,” and takes issue with Scoliger, who in touching upon 
the subject of accounts in antiquity assumed that what was paid 
out was written on the face of the paper and what was received 
on the back of it. MacPherson observes that this would be a 
very inconvenient arrangement, and I think you would all agree 
with him if you ever tried to keep the accounts of a big business 
on rolls of paper. 

As a matter of fact there is no good reason for believing that 
manuscripts in rolls were the only form of books known to the 
people of the time of Cicero. Pliny, who edited an encyclo- 
pexdia which embraced a good deal, if not all, of the knowledge 
of his times, makes statements that contradict such an assump- 
tion. He tells us that the manufacturers of Rome made several 
kinds of paper, many varieties of which he expressly names, and 
he describes one kind which he says had the defect that “ upon a 
single leaf being torn in the press more pages were apt to be 
spoilt than before.” 

Differing again from the Scottish Critic who expresses won- 
der that the Romans never hit upon any device for multiplying 
copies of a manuscript, I feel reasonably certain that they did 
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have such a device, and that it accounts for the extraordinary 
cheapness of books in the first century of our era. I was led 
to investigate this branch of the subject by the perception of the 
fact that a fac-simile process of some kind seems an absolute 
essential when governmental operations are carried on at a dis- 
tance from the central authority as they were during many cen- 
turies by the Romans. 

In another case in which Cicero was the prosecutor, that- 
against-Verres, we find him saying, “ For I knew it was the cus- 
tom of the collectors who kept the records, when they gave 
them up to the new collector to retain copies of the documents 
themselves.” Of course, it is possible that these copies may have 
been laboriously produced by scribes, but when we consider the 
fact, which has often been overlooked, that the Romans were 
familiar with the process of transferring elaborate designs chased 
on silver vessels, and that they also were accustomed to repro- 
ducing patterns on walls, it seems in the highest degree improb- 
able that they never hit upon a method of multiplying copies of 
documents. 

These are interesting speculations, but the obscurities in such 
accounts as we have, while they challenge investigation, are not 
near so important as the many perfectly clear statements testify- 
ing to the prevalence of careful accounting, an dto the fact that 
accountants were held in high esteem in antiquity. In the oration 
just referred to, that-against-Verres, who by the way was a won- 
derfully accomplished grafter, Cicero refers to the scribes as an 
honorable body of men, “ because to their integrity are entrusted 
the public accounts and the safety of the magistrates.” 

It is true that he also had something to say about those who 
betrayed the trust reposed in them, but he characterized them as 
men unworthy their calling and intimated pretty broadly that they 
effected their entrance into the honorable guild to which they be- 
longed by improper methods. From his remarks it has been in- 
ferred by commentators that although there were rules which 
made it necessary for any one to obtain a position as public 
accountant to be a member of the order of scriveners, that politi- 
cal boosting at times succeeded in putting men into place who 
lacked the necessary qualifications. These Cicero roundly de- 
nounced, while he declared his perfect willingness to accept as 
arbitrators in the case he was trying the men who were indignant 
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that their order should be disgraced by the presence of black 
sheep who had gained their positions by the improper use of 
influence and money. 

The speeches against Verres by Cicero completely establish 
that there was no looseness in governing the Roman provinces. 
Curiously enough they have been drawn upon to support the con- 
tention that the provincial system of Rome was hopelessly cor- 
rupt, and that the people of the provinces were regularly stripped 
by their Governors. It is true that Verres was a great scamp 
and answered perfectly to the description of the man who would 
steal everything but a red-hot stove, but over and over Cicero 
declares directly and by implication that his methods were ex- 
ceptional. Speaking of the unsatisfactory condition of Verres’ 
accounts, and alluding particularly to the meagreness of detail 
concerning an expenditure of 2,235,417 sesterces, he asked: “ Is 
this giving in accounts? Did either I, or you, O Hortensius, or 
any man ever give in his accounts in this manner? What prece- 
dent is there of any such in all the number of accounts that have 
ever been received by public officers?” 

It is certainly extraordinary to infer general malversation 
from a speech in which the declaration is made that the accused 
had violated all precedents, and whose withering scorn of the 
offenses charged was applauded by the jurors and the people, 
and which resulted in the voluntary retirement into banishment 
of the man who had used his office to enrich himself. It would 
be absurd to assume that Roman provincial officials never abused 
their powers, but it is still more absurd to assume, as is com- 
monly done, that the people of Rome were steeped in corruption 
to such an extent that they approved the rascalities of their 
officials. 

If it were not for the fact that the zeal of the middle ages 
for the complete extirpation of all traces of paganism resulted in 
the destruction of a vast quantity of ancient literature, we should 
be able to get a clearer and more comprehersive view of account- 
ing in antiquity. Unfortunately the monks have left us little of 
the purely technical of the past. They were ruthless editors and 
relentlessly cut out what they imagined would interfere with the 
attainment of eternal happiness hereafter, and as a result they 
interfered greatly with their present, definitely arresting the 
world’s progress for many centuries. 
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But what we have left suffices to make plain that during 
hundreds of years the systems of public and private accounting 
had been brought to a high degree of perfection in antiquity, 
especially among the Romans. And even though we have but 
meagre details of what was accomplished under the empire, we 
are well assured that its vast governmental operations were made 
easier of accomplishment by the skill of trained accountants 
whose business it was to keep track of the enormous receipts 
from all sources and the disbursement of the revenues. And even 
if there was a foundation for the assumption that the decadence 
of Rome was due to the extinction of patriotism, and the de- 
generization of the people, we may be sure that good accounting 
never contributed to that result. We should rather seek for it 
in another direction. When men began to center all their 
thoughts on a hereafter, and despised the things of Earth, ac- 
counting must have had its usefulness curtailed until by degrees 
it was shorn of all its virtues, the knowledge of which almost 
wholly disappeared in the gloom of the dark ages, and it was 
not restored until the aspiration for material things, after the 
arrestment of nearly a millennium, again started the world on the 
road to prosperity. 


The Development of Mercantile Instruments of 
Credit in the United States * 


By JosepH J. Kein, Px.D., C.P.A. 


Part Ill 


CoMMISSION MERCHANTS 


We have had occasion in the last section to refer to the activ- 
ity of the factors in the Southern port states. It will be recalled 
that very early in the history of the Colonies, these men began 
to finance the crops of the Southern planters. After the Revo- 
lution, English funds which had been available for this purpose 
could no longer be utilized and help had to be sought elsewhere. 
Some of the crop anticipation was furnished by the factors 
themselves. Another portion was secured through them from 
the merchants and bankers of New York. 

It was also customary for factors while in the possession of 
consignees’ goods which they were to dispose of, to permit the 
shipper to draw on them for a portion of the probable proceeds. 
We shall have occasion soon to point out that this practice was 
well developed among the dry-goods merchants of New York. 

That such advances by merchants and factors were not re- 
stricted to the planter of the South alone is evident when we 
consider advertisements which appeared in New York papers 
during the early 40’s. To summarize them, they offer to make 
“liberal advances” on consignments sent to people whom the 
advertisers designated, or else, in other cases, if sent to any 
merchant in specified countries. The advances here referred to 
are not to be confused with those made by bankers on collateral 
security; they are really in the nature of inducements to have 
merchandise shipped to particular people or places. The adver- 
tisers often subscribed themselves as factors of those to whom 
they wished goods consigned. 

It was not until 1845 that the financial papers commenced 
to throw any light upon the exact credit terms in various lines 
of activity, or with respect to particular commodities. Among 


* Most refi to of information have been eliminated. Those interested in 
specific points should communicate with the author in care of THE JourNAL. [Ed.] 
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the few which are selected for presentation here, are the records 
of a sale of “100 tons of correl coal on four months time,” of 
“Cuba Honey,” also at four months, and of pig lead, on a credit of 
six months. Unfortunately for our own purposes, these items are 
so scattered that generalization is impossible; they are given for 
what they are worth, but no attempt is made to universalize them. 

Business had made some progress since 1853. In January 
of this year, we learn that there is not as much demand from 
the merchants for discounts as usual at this time of the year. 
The reason is that importers had anticipated their remittances by 
purchasing exchange when money was easily obtained in the 
market at a low rate, while jobbers have been freely supplied 
by their western and southern collections. Notwithstanding the 
ease of obtaining loans, seven per cent is regarded as a favorable 
rate, while the best paper, “at a short date,” discounts at from 
six to six and a half per cent. 


GENERAL CREDIT 


Anticipating somewhat, it may be stated that the reduction 
in credit terms had been influential in the matter of doing away 
with note settlements which prevailed at this time. It is evident, 
therefore, that some idea of credit periods is desirable. 

It was ascertained that the customary terms in the dry-goods 
line just before the War were four months net, or less discount, 
and the net—no discount—rate. Imported goods were sold on 
four months less two per cent, which, at the rate of one per 
cent per month, made the terms equivalent to six months. Four 
months net was the rule for domestic merchandise. While these 
conditions prevailed in the East where they had attained such 
standing that they were practically regarded as fixed, the credit 
terms in the West depended on the value attached to the trade 
of the individual customer. Here the time allowed for settle- 
ment varied from thirty to sixty days, and even to four months; 
the account itself being settled by a note. The person to whom 
the writer is indebted for this information could not recollect < 
single instance in which the credit instrument involved was 
other than a note, so that he was positive that no acceptances 
were employed in the West immediately prior to the Civil War. 

A well-known commission merchant of New York City whose 
own recollections go back to the War and who is familiar with 
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the business usages which preceded it because he had come into 
personal contact with the men of that time, is authority for the 
statement that it was the custom for out-of-town merchants to 
come to the City to select their goods for a year or a half year 
at a time. Settlements for these purchases were made by notes 
running from four to eight months depending on the nature of 
the goods acquired. 

A banker and broker who began his commercial career in 
the West, the Honorable Lyman J. Gage, ex-Secretary of the 
Treasury, states that to the best of his recollection wholesalers 
and jobbers of Chicago were accustomed to have their balances 
settled by acceptances and notes at regular periods. The notes 
were much more numerous than the acceptances, but the two 
together formed much the greater bulk of the daily settlement 
transactions. The paper so received was freely discounted at 
the banks. He affirmed that note brokers had not yet invaded 
his Western city. 

While dealing with the dry-goods trade, we may dispose of 
two related topics—credit terms and credit instruments in this 
and other lines. The importer of goods from London or Liver- 
pool would remit by a bill at sight or at sixty days. Usual terms 
were six per cent off for payment within ten days, or five per 
cent off if paid within thirty days, or a note at eight months. 
It was customary to give notes in settlement of the account at 
the end of each month unless the amount due was taken care of 
in some other way. 

Acceptances were in use as well as notes. The manufacturer 
was accustomed to draw on the debtor merchant, who would 
accept the draft and return it to his creditor. This was a two- 
party draft. The manufacturer would present the acceptance to 
his bank for discount, where it was regarded as “ gilt edge” 
security, because it was based upon actual commercial transac- 
tions. The gentleman to whom we are indebted for this infor- 
mation also states that due to the undermined confidence follow- 
ing the crisis of 1857, merchants feared to endorse paper re- 
ceived by them, because of the contingent liability involved. It 
was arranged between a number of business men to accept notes 
made out to the order of the debtors themselves and endorsed 
by them so that the paper was really single-name paper. Mr. 
—— finding that he had a greater cash capital than his business 
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then demanded, purchased some of these notes, and, as will be 
pointed out in the section dealing with brokerage, this invest- 
ment proved so lucrative, that it was continued after the panic. 
Drafts were also made two-named paper rather than three as 
before, because of the desire to reduce endorsement which might 
lead to subsequent default to a minimum.* 

A letter from one of the largest dry-goods and furnishing- 
goods houses in New Orleans corroborates statements of others 
regarding the prevalence of notes. From it we learn that prior 
to the Civil War it was customary for country merchants to buy 
twice a year. They usually closed their spring account with 
notes maturing on the first of November. At this time some of 
them were settled in cash, while new notes due the following 
spring were issued for the balance. It was usual for the coun- 
try merchant to secure his supply of dry goods from city com- 
mission merchants who also settled twice a year with their prin- 
cipals, mostly, but not always, by notes similar to those already 
described. The writer of this letter communicated “ with two 
of the old-time merchants” who agreed with him that it had 
never been the custom in the South for a business man to draw 
on a customer in favor of a creditor. This is to be taken as 
quite conclusive evidence of the non-use of inland bills of ex- 
change and acceptances in the wholesale dry-goods line of the 
South. The reason for this absence of bills is, of course, not 
to be ascribed to the developed banking facilities of the region; 
it is probably to be explained on the ground of custom, solely. 

An actuary of a prominent association with offices in New 
York, whose business experience goes back to a number of years 
before the War, and whose mind is still so alert as to be able 
to recall with remarkable minuteness of detail the happenings of 
more than threescore years, agreed with much of what has been 
presented before. He stated that the custom of settling bills 
monthly was in vogue in the hardware business as well as in 
the dry-goods line. The firms with which he was familiar were 
accustomed to close their accounts at the end of each month by 


* A bank president who has been active in business for about thirty years, to whom thi 
matter of two-party drafts was submitted, stated that the three-party draft of the bookkeeping 
text book was a rarity in actual business. In order to make its use feasible one must assume 
the improbable condition of A buying a certain amount from B, and B purchasing a similar 
amount of goods from C, so that a payment made by A to C would cancel the triple relationship. 
Ever since the days of general banking the use of the check would be the simpler device. 
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giving six or eight month notes. On occasion, accounts were 
allowed to run sixty days, but they were then expected to be 
settled by a six months’ note. Everywhere, except in the large 
Eastern centers, retailers sold their wares to the farmers not 
expecting payment until the crops had been harvested. Paren- 
thetically, this system still prevails in the South.* 

It was also learned that in various lines of business in the 
West and on the Coast, where credits covered a year’s opera- 
tions, the dealer in such lines as lumber and building materials 
frequently settled his account at the end of a period by endorsing 
over any notes which he himself had taken, and by making out 
his own note for the balance. ' 


THE Money MARKET 


Under this comprehensive title it is proposed to group the 
items relating to bills, notes, checks, certificates of deposit, 
damages resulting from protested bills of exchange and note 
brokerage. Much of that which has already been included under 
the last two headings, might properly be presented here. To 
avoid duplication of material, matter presented elsewhere will not 
be referred to here unless such repetition is absolutely necessary. 

Answers to three questions are sought by this presentation 
of material: 

(a) When did note brokerage begin, and how did it develop? 

(b) Has there been a displacement of the inland bill of ex- 
change by which one person drew on a second in favor of a 
third, and if so, why? 

(c) What new credit instruments came into use, and why? 

It is not to be assumed that because answers to these ques- 
tions are desired, that what follows will necessarily attain this 
object. Many bankers and brokers have been consulted regard- 
ing these points, but none could explain them and but few could 
supply any information at all. Students of banking and finance 
were also approached, but they were of the one opinion that the 
matters referred to had not been written upon. If nothing more | 
has been achieved than a mere collection of hitherto scattered 
data bearing upon these topics, something by way of commencing 
the desired solution has, at least, been accomplished. 


* Mr. Edward D. Page, of Faulkner, Page & Co. also.placed the credit terms in the dry- 
goods line as six months, with eight months as exceptional. 
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Without planning too rigid lines, such material as readily 
divides itself under the following sub-headings will be separated 
from the other data included under “ Miscellany ”: 

(a) Brokerage, (b) Bills and Notes, (c) Checks and Cer- 
tificates, (d) Drafts and Acceptances, (¢) Accommodation Pa- 
per and (f) Quotations. 


BROKERAGE 


Many note brokers who were interviewed, expressed the 
opinion that note brokers had begun to develop in our country 
about the time of the Civil War. Some few place the period 
as far back as about 1830. It will be recalled that Professor 
McVickar had stated about this time that activities similar to 
those conducted by the English note broker might soon be cur- 
rent on this side of the Atlantic. 

It remains to be shown that something very nearly like brok- 
erage, if not brokerage itself, existed at the beginning of the 
century. We are disposed to take this view, as the result of 
reading the following advertisement in the New York Commer- 
cial Advertiser, May 4, 1799: 


G. W. Crowell takes the liberty to offer his services in the Money 
Brokerage and Negotiating Business. He has opened an office solely for 
that purpose at No. 7 Garden St., a few doors west of the Post-Office; 
where the utmost care and attention will be paid to the interests of those 
who may apply to him and the strictest delicacy observed. His office will 
be kept open during the summer season from 9g in the morning till half 
3 in the afternoon, and such persons as wish to purchase or sell 

egociable Paper, Stocks, Bills of Exchange, &c. will most certainly be 
accommodated by applying to this office. 


Bill brokerage is usually taken to be of a much later date 
than the period in which the above notice appeared. Moreover, 
the earliest kind of bill brokerage consisted in a sort of go- 
between operation. The notice of Mr. Crowell is apparently an 
offer to buy and sell paper on his own account, an activity in 
which the modern American note broker has not been engaged 
in very long. Advertisements similar to the one given continued 
to appear. A shorter one simply recites that bills of exchange 
are bought and sold by a “ broker.” 

Many additional items similar to those already submitted, 
might be reproduced. Such repetition would simply serve to 
emphasize the fact that men were engaged about the beginning 
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of the century in various lines of activity connected with the 
marketing of bills and notes. These men were not brokers, but 
either general commission merchants, or, in some instances, 
probably men of means who had their own capital to invest. It 
is not to be taken for granted, however, that brokers were 
appealed to as at present to dispose of bills or to purchase them 
for principals. As early as 1798, we find that the holder of “a 
bill on London for 2636 4-2-4 Sterling, drawn by a substantial 
house,” offers it for sale on good terms. 

The term “ shavers,” which later came to be applied to those 
note brokers who exacted more than legal interest, is found em- 
ployed in a different connection in 1819. Niles’ Register, Jan. 
23, 1819, shows that “ Bills on New York are reported to be 
at 7@10% discount at New Orleans—and New Orleans bills are 
at 6% discount on New York! This is thriving business for the 
shavers.” The bills here referred to are probably bank notes, 
and not bills of exchange, so that the discounting is really equiva- 
lent to money changing. But we are now asked to change this 
belief, because of an item which appeared but a few months 
later in the same publication. 

There is a great outcry about this very accommodating fraternity of 
shavers by some of the bankers. The banks made the brokers, and in 
the rapid decrease of the former (which we most sincerely pray for!)— 
there will be a rapid diminution of shaving and shavers. But let not 
bank-makers peng at their “legitimate offspring,” the brokers. 
Undoubtedly the shavers here referred to are real note brokers, 
but more regarding their origin is reserved for subsequent 
treatment. 

One of the commonest “ shaving” operations attributed to 
the note broker was that he exacted a “ fee” for procuring the 
discount of a client’s bill or note. Business men were prone to 
deny their connections with any such operations. Among others, 
Jacob Barker when attached for certain alleged practices of this 
kind, took occasion to write that he always discounted notes and 
acceptances without exacting any commission. Banks often 
used the “broker” for the purpose of being able to charge 
usurious interest on loans, the pretense being that the commis- 
sion had to be paid to the agent. | 

Professor McVickar prophesied that the bill broker must 
soon make his appearance among us, as he already existed in 
the principal cities of Europe. The bill brokers (merchants) re- 
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ferred to, as will be pointed out in the final division of this 
paper, came gradually to take care of the surpluses of the coun- 
try banks, by borrowing their money on call, and discounting the 
bills of merchants, who, especially in London, became accus- 
tomed to go to them rather than to the banks for this sort of 
accommodation. The reasons prompting the writer of the pam- 
phlet quoted to make the prophecy was that he must have been 
acquainted with certain developments of the period. Gilbart, 
for instance, citing the Morning Post of April 7, 1837, refers 
to the practice of the London bill brokers in buying American 
bills in too great quantities, so that it brought about the crash 
of some of their largest mercantile houses. 

The investor in notes came to be looked upon with favor. 
We find arguments quite analogous to those advanced in favor 
of commodity speculation at the present time, offered on behalf 
of bill speculation. Raguet said that “the rich speculators in 
bills keep the price from wild fluctuations by having a ready 
market always open.” What is meant is that capitalists are 
always ready to invest in bills of exchange when the price is 
such as to show a profit, so whenever there is a slight fall pur- 
chasers become anxious to acquire more; on the other hand, 
should the price rise, holders will begin to dispose of their 
holdings, thus tending to lower the price. The price referred to 
means the discount rate. 

A slight interpolation is in order here. Some of the note 
brokers interviewed, spoke of old merchants who had so much 
surplus capital at some seasons of the year that they became 
large investors in commercial paper maturing about the time 
when their own businesses would require returns. Somewhat 
later, as will be pointed out again, retired merchants continued 
the practice of investing in this kind of paper as an easy means 
of keeping their funds from remaining idle. 

Toward the end of the 30’s we begin to come across refer- 
ences which can leave no doubt in our minds that there existed 
a kind of money market similar to the “ Street” in New York 
where business paper could be disposed of. This would mean 
that note brokerage had become an established fact. One such 
item is reported from Philadelphia, 1837, in the first volume of 
the Financial Register of the United States. It will be well 
for us to watch carefully the development of this “ Street” trad- 
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ing as it is illustrated by casual references found in news- 
papers and financial periodicals, because the subject unfolds itself 
so subtly. The next link in the chain we are forging is added 
the following year by the Journal of Commerce. 

“Commercial paper with 60 or 90 days to run is readily 
discounted by the banks at 6%. Outdoors, such paper is sought 
for at 7%.” There can be no doubt any longer of the existence 
of some place other than the banks where money could be ob- 
tained on the security of commercial paper. It was customary 
for the men who dealt in this kind of paper to meet at a certain 
spot for the transaction of their business. This place, by the 
way, was also the original meeting place for the stock brokers 
of the present Exchange. 

Though not altogether necessary, we shall continue to pre- 
sent occasional items bearing upon note brokerage during the 
next few years. The fact that “commercial paper is now 
readily negotiated either at the Banks or in the Street,” as we 
learn from the Journal of Commerce, Sept. 3, 1838, simply helps 
to confirm the statement that brokerage was in full operation. 
We shall have occasion when dealing with the period immedi- 
ately succeeding the commencement of Civil War hostilities, to 
point out that note brokers used to present their portfolios of 
paper to bank directors and officials for inspection. Twenty 
years earlier, the practice seems to have obtained already, for we 
read in the Journal of July 19, 1841, that “ money was so plenty, 
that choice parcels of good notes were readily discounted both 
in the banks and the street at 5-53 per cent.” The modern note 
broker still refers, though not as frequently, as say, twenty years 
ago, to the “ parcels” of notes which he has for disposal. But 
instead of wishing to “ discount” them, he now wishes to “ sell ” 
them. 

Though it is not our purpose to include many other phases 
of the legal aspect of our subject than those included under 
separate captions, the citation of the case of Lanfear v. Blosman, 
in the Supreme Court of Louisiana, June 1, 1846, will bear con- 
sideration at this point. It deals with a sixty-day sight bill of 
exchange, drawn and endorsed in New Orleans, with bill of 
lading endorsed in blank attached to it, and payable in London. 
It was disposed of through the instrumentality of a broker in 
New Orleans, by whom it was sold to bankers in New York. 
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Here it was negotiated to the international banking house of 
Barings, and by them forwarded to London. Negotiating of 
such foreign bills as is referred to in the case quoted above 
is now mainly carried on by banking houses and banks which 
have correspondents abroad. 

Throughout 1848, 1849, and 1850, frequent mention is made 
of the buying, selling, and negotiating of paper by the note 
brokers. The activity of these men has become so common 
that one is somewhat surprised to find them referred to so fre- 
quently. Among others, we find a notice in the Journal of Com- 
merce for Jan. 16, 1849, reciting that a broker wishes “ business 
notes’ for the purpose of negotiating them on commission. An- 
other item puts into succinct statement, a fact regarding the non- 
specialization of business that has been outlined much earlier. 
A “general commission broker” solicits orders for the pur- 
chase or sale of Real Estate, stocks, exchange and business 
paper. This notice, which appeared in the first number of the 
Journal for the year 1849, fixes the commission note-broker as 
an existing institution without further doubt. 

But about this time (1850) it would appear as though note 
brokers began to specialize in the matter of the kind of paper 
that they handled. We learn from some of the old-time note 
brokers that their business developed from the fact that mer- 
chants just retired from active trade found time hanging too 
heavily on their hands, so they began to collect the business 
paper of their friends which they would take to their acquaint- 
ances among bank officials for discount. It was but natural 
that these retired merchants should come to handle the paper 
of firms in special lines. This fact throws light upon the classi- 
fication of paper as “merchants,” “dry goods,” “ jobbers,” 
“ auctioneers,” and “ manufacturers.” A readier appreciation of 
the service of the note broker seems to prevail if we are to 
judge by notices to the effect that banks are beginning to select 
their paper so that it shall mature at convenient dates. Some- 
what earlier our attention was called to an analogous selection 
by the merchants who invested surplus funds in business paper. 

A note broker, whose father was the pioneer dealer in the 
so-called ‘“‘ Cuban acceptances,” places the advent of this paper 
at about this time. It seems that tobacco and sugar from Cuba 
were sold to the merchants of this country, as a result of which 
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acceptances at thirty, sixty, and ninety days were made payable 
at the principal ports of entry—New York and New Orleans. 
Note brokers negotiated these bills in this city, just as inland 
acceptances were disposed of. It is pertinent to present a news- 
paper clipping, which, unless one is familiar with the Cuban 
currency troubles of the period, it is difficult to reconcile with 
the exchange rates which, theoretically, should result from the 


Cuban exports here referred to. 
Havana, Dec. 25, 1857. 


Demand for first class paper continuing: New York, 60 days sight 
2 to 3% premium; short sight, 7% premium, New Orleans short, 7% 
premium. 


Another note broker—one of the oldest in the Street—was a 
dry-goods merchant in another city at this time. At the time of 
the 1857 panic, merchants in his city refused to handle ac- 
ceptances or ordinary promissory notes, because of the con- 
tingent liability of the endorser who has them discounted. Mr. 
arranged to take from them a form of note which was 
really single-name paper—the maker promised to pay to his 
own order and endorsed the note. In this way, Mr. —— man- 
aged to purchase from 2 number of men who had taken the 
notes in question from their debtors, a large amount of paper 
with his own spare funds. The 2}% per month which he 
earned in this way proved such an attractive proposition that 
he gave up his business as a merchant and came to New York 
to become a banker. 

As a fitting summary to what has thus far been presented 
of the development of the note broker, a passage entitled “ The 
Wall Street Note Brokers ” which was quoted by the Merchants’ 
Magazine, in 1851, is in order. 

This class of our citizens have [has] assumed an importance in our 
community, that deserves more than passing notice. They are fast taking 
the place of banks, for whom many of them act as merchants. Formerly 
they were known by the name of shavers, and were looked upon as 
almost out of the pale of commercial respectability—now, (like in 
Europe) second only to banks themselves. By going to respectable bill 
brokers, he can obtain the facilities of a bank without “hat in hand.” 
There are many millions under the control of these brokers,—shavers 


who take 3% to 10% per month still exist in the region of Jones’ Court, 
but they are exceptional. 


CHECKS AND CERTIFICATES 


While discussing the origin of credit instruments we pointed 
out the great antiquity of check-like orders. So far as English 
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development is concerned, the goldsmiths are accredited with the 
invention of checks about the middle of the seventeenth century.* 

We have been unable to find any authentic data which would 
establish the existence of checks among the Colonists. But, as 
was shown in the section dealing with banking operations, the 
check was a familiar instrument at the time of the Revolution. 
No attempt was made to ascertain what part the check played 
in affecting exchanges in the United States, before the Civil 
War, though two such investigations had been undertaken in 
England. We know, however, that the function it performed 
was by no means insignificant. 

Before the days of clearing houses, checks on out-of-town 
banks were collected by direct correspondence. There was no 
set-off process. At times, when funds were at a premium on 
cities upon which banks held checks, they could be disposed of 
at a profit. But that this was not always so, may be inferred 
from a notice which was offered in another connection, also. It 
appears that the banks of Baltimore had an abundance of Eastern 
funds in 1822 so that they refused to accept notes offered them 
for discount unless the holders were willing to take the proceeds 
in checks on Philadelphia. 

About ten years later (1832), certificates appear to be used 
for the first time. They are quoted in the same tabie as that 
devoted to bank notes, so they are in all probability the certifi- 
cates of deposit familiar to the modern American banker. Just 
as in the early years of the National period we found advertise- 
ments calling for the purchase or sale of bills and drafts on 
various cities, as also on foreign countries, now we come across 
similar notices regarding certificates of deposit. Quotations 
affecting them had been noted before, but the first advertisement 
came to the writer’s attention in the issue of the Journal of 
Commerce for November 14, 1838. It is a call for such “ Certifi- 
cates of Deposit on Albany, Troy,” and other places. Another 
one wishes to purchase some on the South and on the West. 

The development of checks will be treated of in the addenda. 
The use of them in every day transactions will best be deferred 
until the last section of this paper, where reference will be found 
to the investigations of Professor Kinley and others. 

(To be continued) 


*The Babbage Inquiry (1855) and the Slater Inquiry (1856). See Kinley 
CN. M. C.): 12-13. 
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EDITORIAL 


The Journal and the American Association of 
Public Accountants 


The following letter from the President of the American As- 
sociation of Public Accountants to the membership of the Associ- 


ation explains itself. 
November 20, 


Dear Sir: At the recent meeting of the American Association of Pub- 
lic Accountants at San Francisco, the Trustees unanimously decided that 
the Association should itself take over the supervision of THE JouRNAL 
or AccounTANCY. This in the opinion of the Trustees was necessary to 
enable THE JourRNAL to reach the position and circulation that its char- 
acter justifies and that its greatest usefulness demands. 

The Association assumes direct editorial charge of THE JouRNAL, while 
arrangements have been made with the Ronald Press Company of New 
York City for its publication and general business management. The 
transfer of THe Journat to the Association in the manner above de- 
scribed is practically effective with the December number and will be 
formally effective January 1, 1912. 

This means that the Association has an increased interest in THe 
Journat’s character and success. We now ask you, as a member, to ac- 
cord it your most active support in suggestions, in subscriptions, and in 
contributions of material. It is obvious that the heartier the support 
accorded by the members of the Association, the better, the more influ- 
ential, and the more effective can THE JourNAL be made. 
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Editorial 


We ask your support for THe JourNAL oF AccouNTANCy because it is 
the official organ of your Association. Beyond this, we ask it because 
THE JouRNAL is eminently deserving of your support—because it is the 
only organ of the accounting profession in this country, and because you, 
as an accountant, cannot be fully in touch with the best in your profession 
unless you are in touch with its current literature-——which for this coun- 
try finds its authoritative expression in THE JouRNAL OF ACCOUNTANCY. 

Under the new regime there will be no lowering of THe Journat’s high 
standard. It will, however, be brought more closely in line with current 
accounting needs; articles on practical accounting will be given even 
greater prominence than heretofore; and practical discussions of these 
articles and of other matters of direct importance to accountants will give 
added interest to the magazine. 

THE JouRNAL for 1912 will number the most prominent, the most pro- 
gressive, and the most successful accountants of the country among its 
subscribers and contributors. Will you not give it your support? If not 
already a subscriber, a subscription check or money order for $3, made 
payable to THe JourNAL or AccouNTANCY—198 Broadway, New York—will 
be immediate and gratifying evidence of your interest. 

Yours very truly, 
Epwarp L. SuFFERN, 
President American Association of Public Accountants, 


Federal Corporation Tax Amendment 


The entire accounting profession will watch with peculiar 
interest the progress of the bill which will be introduced in the 
coming session of Congress to secure amendment of the law re- 
lating to the taxation of corporations. 

For many months a movement has been afoot with the object 
of bringing about an amelioration of the regulations under which 
the tax upon corporations is collected. When the law was passed 
there was some doubt as to its exact meaning but it has since 
been interpreted by the Treasury Department to mean that all 
reports of financial condition and all inventories must be made 
as of December 31st in each year, and the consequence has been 
that a great many corporations have been compelled to alter 
their arrangements, in many cases at great inconvenience and in 
others at great expense. 

It is an axiom of legal economy that the imposition of a tax 
shall be made so as to bear upon the taxed as lightly as is com- 
patible with the purpose of the law; and in this case there is no 
valid reason, other than departmental conservatism, why the Fed- 
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eral tax upon corporations should not be collected in a way which 
will meet with the approval of the tax payer. It can make no 
difference in the last analysis whether the tax be paid upon the 
earnings of a company as of June 30th or of December 31st, or 
of any other date, so long as the revenues of a corporation are 
truly reported for a period of twelve months and the tax paid 
upon such statement. The purpose of the Government will be 
equally well served whatever the date of the termination of the 
fiscal year. There are many important branches of business 
whose fiscal years naturally fall upon dates other than December 
31st and in such cases the requirement of an exact statement of 
financial position at the end of the calendar year calls for double 
work, 

But the point which will appeal most strongly to accountants 
is naturally that which has to do with their own share of the 
work of their clients. As the law stands at present it is com- 
pulsory for accountants to condense within a period of sixty 
days work which they have been able heretofore to spread over 
practically the entire year. This necessitates the employment of 
a large amount of additional clerical assistance which cannot be 
so efficient and consequently cannot be so satisfactory as the 
regular staff of clerks. It means also a great rush of work within 
a very short time and a great accession of expense in accom- 
plishing it. In the Government Department responsible for the 
work of collection of the tax, also, it means an undesirable con- 
centration of labor within a few months. 

From all points of view, therefore, there seems to be a vastly 
preponderating weight of evidence in favor of so amending the 
law that instead of the calendar year there shall be substituted 
the fiscal year. So far as is known there is no objection to the 
change except that which is found among officials of the Treas- 
ury Department and even there the objection is not insurmount- 
able. It is understood that the Treasury Department will not 
oppose the amendment of the law if such amendment be drafted 
in accordance with the ideas of the Department and if Congress 
will vote the money which is said to be necessary to effect the 
change. 

The great number of commercial organizations which have 
passed resolutions favoring the alteration of the law is conclu- 
sive demonstration of the widespread approval which the pro- 
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posed alteration has obtained, and is an earnest of the even 
greater approval which the amendment of the law would obtain 
when passed. 

The labors of the American Association of Public Account- 
ants in urging an alteration of the excise tax law deserve the 
warm commendation of the entire accounting profession and of 
a very large portion of the business world. There can be no 
better testimony to the utility of such an Association than this 
progressive and whole-hearted attempt to bring the working of 
the law into conformity with public expediency. 


Bonus, Profit-Sharing and Pensions 


At the recent meeting of the American Association of Public 
Accountants at San Francisco, the threefold subject of Bonus, 
Profit-sharing and Pensions was presented in an interesting man- 
ner by Waldron H. Rand, C.P.A., of Boston. The evident 
purpose of Mr. Rand’s paper was to stimulate thought and dis- 
cussion and he therefore refrained from any attempt at final 
conclusions as to the best of the numerous plans that he de- 
scribed; nor did he undertake to deal with the economic and ac- 
counting questions that must arise in considering any of them. 
The topic is too large to be exhausted in one paper and Mr. Rand 
has performed a useful service in arraying the salient features 
of so many plans aiming at some form of distribution to wage 
earners. 

The subject is threefold in reality as well as in name. Bonus 
plans are merely a form of payroll. Specific services are per- 
formed and these are specifically compensated. In other words 
payments under a bonus scheme are a part of the cost of pro- 
duction and are not a distribution of profits. A net profit might 
fail utterly of realization; and yet, regardless of this result, the 
bonus would have been paid, provided the wage earner per- 
formed the service contemplated under the bonus plan. 

Pensions granted to employes after a long period of faithful 
service are not an element of production cost but are rather a 
charge against income and are thus a form of profit sharing. 
Pensions differ from true profit-sharing in that the benefit de- 
rived is deferred and contingent upon conditions that are, or 
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may be, beyond the control of the individual. There is much 
to commend, however, in any well worked out pension scheme 
and when coupled with a sickness and accident benefit plan, 
such as that in operation for many years past in the Baltimore 
& Ohio Railroad Company, should prove, as in that case, to be 
of the greatest benefit to both the employe and the employer. 

Profit-sharing is a recognition of social relationship between 
the employer and his employes. Modern industry with its ag- 
gregations of capital and its armies of workers has rendered im- 
possible the intimate acquaintance and personal relations that 
existed so frequently in days gone—perhaps forever—but the 
spirit of that fine relationship is finding a new and perhaps a 
better expression in the varying forms of profit sharing that are 
springing up at every hand. Certain types of labor agitators 
will doubtlessly continue to rave at every attempt along this line 
but sober students of the problems of labor and capital are look- 
ing forward in hopeful anticipation to a universal application 
of the general principle of profit sharing. Meritorious plans, a 
number of which are now in successful operation, are a safe- 
guard to capital and contribute to the stability of our business 
institutions. At the same time they give, or at least aim to give, 
adequate recognition to the interest that the worker has in the 
ultimate result derived from the product of his industry. 

While it is eminently appropriate that the members of the 
American Association of Public Accountants should thoughtfully 
address themselves to this subject upon behalf of their clients, 
it might be even more to the point for them to consider its per- 
sonal application to themselves. An accountant’s practice seems 
to call for some form of profit sharing perhaps more than does 
a commercial undertaking and his organization is not so complex 
as to make the application of such a system other than a com- 
paratively simple matter. Such plans are already beyond the 
experimental stage and their widespread adoption by successful 
firms will be as logical as it is desirable. 


Co-operation and Progress 


In another part of this issue will be found a short account 
of the proceedings of the Twenty-fourth Annual Meeting of the 
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American Association of Public Accountants, held in San Fran- 
cisco in September. From the brief description given, only 
general impressions can be derived, but to anyone who has 
lived long enough to realize the growth and development of some 
other organizations, there lies food for thought in the record 
that has been made in so short an existence. 

Thinking back over even a comparatively few years, it is 
interesting to note the progress which has been made toward 
the recognition of certain principles which were first advocated 
by organizations especially created for their promulgation and 
support. It isn’t so many years ago that the Association for 
Tariff Reform was supposed to consist only of a few doc- 
trinaires who believed in an abstract economic doctrine that 
could never be accepted by the majority of the people as a 
practical principle. Yet to-day, it is surely safe to say that 
there is no issue that is more insistent of consideration than 
this same question of Tariff Reform. 

How has this come about? Not altogether because of the 
organization which advocated it, but unquestionably the organi- 
zation has been a large contributor to the result. There was a 
grouping of men who held a common theory, and who advocated 
it continuously and wherever they got a chance. Separately and 
individually, they could have accomplished little; united, they 
accomplished much. 

Twenty-five years ago, or thereabouts, a few men got to- 
gether, who believed it would be a good thing if all the States 
could bring their laws regarding negotiable instruments, con- 
tracts and other forms of business transactions into uniformity, 
instead of preserving the diversities which existed under the laws 
of the several States. This seemed quite unlikely of accom- 
plishment, owing to the general indifference of legislators and the 
local State pride, which was always appealed to. Gradually, the 
idea spread, however; many of the States appointed Commis- 
sioners on Uniforra Laws; and to-day a very considerable num- 
ber of States have enacted uniform laws, covering not only the 
originally suggested measures, but others equally important. 

It isn’t necessary to multiply instances; it is safe to say that 
there has been no advance along any given line of economic, 
civic or professional progress, that has not been suggested, sup- 
ported and developed by some organized body of men, who have 
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been willing to think and labor and serve for an end which would 
mean little for themselves, but much for the common good. 

The application is plain. Accountants, generally, are firm in 
their belief that the services they render are worthy of greater 
recognition, as essential to sound business practice and safety 
of investment. In order that such recognition may be secured, 
accountants are agreed that the work they perform must be 
thorough and accurate, and that the men who perform it shall 
be qualified. They claim that accountancy is entitled to be con- 
sidered a profession requiring a high order of training, skill and 
experience. 

Conceding these claims, how are accountants going to have 
them acknowledged? Taking experience and observation as 
guides, we should say that an organization, consisting of all the 
accountants who hold the common idea expressed above, would 
be the most effective agency through which to accomplish the 
results sought for, and we believe the American Association is 
designed and adapted for precisely this purpose among others. 

These purposes will be realized some time, and the length 
of time required will depend very largely upon the degree of 
interest and co-operation which the accountants individually may 
take in the Association’s work. If the attitude of the individual 
be one of indifference, and dependent upon what individual ad- 
vantage he hopes to derive, it will take a long time; if he feel 
that in whatever concerns the progress of accountancy he pur- 
poses to assist, it will not take so long. Certainly the combined 
effort of any number is worth more than the single efforts of 
twice that number. 


Changes in the Journal 


As a matter of convenience to its readers the semi-annual 
volumes of THE JouRNAL will hereafter begin with January and 
July of each year. To permit of this change the issues of No- 
vember and December 1911 will be included as Numbers 7 and 8 
in Volume XII of THE JourNAt, Volume XIII beginning with 
the January number. 

With the new volume the price of single copies of THE Jour- 
NAL will be increased to thirty cents. 
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Annual Meeting of American Association 


Public Accountants Convene at San Francisco 


The twenty-fourth meeting of the American Association of Public 
Accountants was held at the St. Francis Hotel, San Francisco, September 
19, 20 and 21, 1911. At the Trustees’ meeting, held on September 18th, 
ten Trustees were present, making a quorum, and enabling the business 
of the Association to be transacted. . 
It was somewhat disappointing that so few delegates were present . 
from the Eastern and Middle States, several of the societies not being 
: represented at all, and others only through proxy appointments; never- 
theless, the large attendance of the members of the California Society / 
and their friends gave vitality and enthusiasm to the meetings. This 
Convention, like those which have preceded it, demonstrated the advan- | 
tages to be derived from such gatherings, in stimulating the interest of 
the members who attend, and in developing in them the sentiment that 
they are part of an organization infused with ideals and purposes for 
the common good. No accomplishment of the Association is of so much 
moment as this development of a feeling of unity of effort and sympa- 
thetic relations. 
On Tuesday morning, September roth, the Convention was welcomed 
by Senator Boynton, President of the Senate, who in the absence of the 
Governor extended a most cordial greeting and welcome to the delegates. , 
Mr. W. Sanders Davies replied on behalf of the Association. The re- 
ports of the officers were then presented. 
In the afternoon a paper by Mr. John P. Young, Editor of the San 
Francisco Chronicle, was read and was listened to with very great inter- 
| est. The subject was “Accounting in Antiquity.” The Convention 
heartily appreciated the scholarly efforts of Mr. Young. (This paper 
appears in this issue.) 

Later in the afternoon the Convention was entertained by the Cali- 
fornia Society by a trip to the Cliffs and in the evening by a Spanish 
dinner in one of San Francisco’s well-famed restaurants. 

When the Convention reassembled on Wednesday morning to com- 
plete its business, which included the election of officers and Trustees, to 
fill the expired terms of Messrs. Sells, Montgomery and Hall, Messrs. 
Sells and Montgomery were elected to succeed themselves and Mr. T. 
Edward Ross, of Pennsylvania, was elected to succeed Mr. Hall; Mr. 
Edward L. Suffern was re-elected President; and upon motion of Mr. 
H. A. Keller, the retiring Treasurer, Mr. J. W. Fernley was nominated 
and received the unanimous vote of the Convention to fill this office. | 

A very urgent invitation on behalf of the Illinois Society of Certified | 
Public Accountants was extended to the Association to hold its next i] 
Convention in Chicago, and communications were presented from Hon- | 


orable Carter H. Harrison, Mayor of Chicago, from the Chicago Asso- | 
ciation of Commerce and from the City Club. In response to these com- | 
munications and their cordial expressions, the Association voted to hold 


545 


ii 
{ i} 
| 
| 
= 
| 


The Journal of Accountancy 


its next annual meeting in Chicago, in September, 1912. Another invi- 
tation was presented to the meeting that the Association should hold its 
Convention of 1913 in Boston, as the guests of the Massachusetts Society. 

On Wednesday afternoon interesting papers were presented. Profes- 
sor H. Rand Hatfield, of the University of California, had prepared a 
paper on “ Some Variations in Accounting Practice in England, France, 
Germany and the United States,” and Mr. Waldron H. Rand, C.P.A., of 
Massachusetts, presented a paper on “ Bonus—Profit Sharing—Pensions.” 
Votes of thanks were passed to all the gentlemen who so kindly con- 
tributed to the interest of the Convention through the preparation of 
these papers. 

On Thursday morning, at the invitation of the California Society, 
the delegates and their friends visited Mt. Tamalpais, and were all en- 
thusiastic over its beauties and delights. Later, after luncheon, in the 
Muir Woods, the officers were installed. 

The banquet in the evening was well attenaed, Mr. George T. Klink 
acting as toastmaster. A telegram of cordial congratulation was re- 
ceived from the Dominion Association of Chartered Accountants. Ad- 
dresses were made by Dr. Benjamin Ide Wheeler, President of the Uni- 
versity of California, by Mr. James K. Moffitt, President of the First 
National Bank of San Francisco, and Mr. M. H. Robbins, President of 
the San Francisco Chamber of Commerce. Mr. Gore, of Illinois, re- 
sponded to the toast to the ladies, and the banquet concluded with a 
short address by the President. 

The Convention adjourned, greatly impressed with gratitude to the 
California Society for their constant and abounding hospitalities, and all 
who attended will long remember the pleasures and courtesies which 
were so generously extended to them. 


Announcement 


J. H. Kingwill, C.P.A., has announced that he has retired from his 
present position as Auditor of the Denver Union Water Company to 
resume the general practice of his profession as a Certified Public Ac- 
countant. Announcement of the location of his office will be made later. 


Obituary 


Charles Nixon Vollum, C.P.A. of the State of Pennsylvania, died 
October 26, 1911. Mr. Vollum was an Ex-President of the Pennsylvania 
Institute of Certified Public Accountants and was ranked as one of the 
foremost men in his profession. More extended notice of his death will 
be given in the next issue of THe JourNAL. 
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Epitep sy Lee Gattoway, Pu.D. 


THE BUSINESS SIDE OF FARMING: FARM RECORDS, by J. A. 
BexeLt. Oregon Agricultural College Press. 1909. Pp. 70. Price, 
75 cents. 


This little book is a decided improvement over many of its predeces- 
sors, and apparently the first installment of a greater volume. The 
farmer needs no treatise filled with statistics concerning agricultural de- 
velopment but a book containing methods and ways of arriving at farm 
costs so that he can see just where and how his profits are obtained and 
where his losses occur. 

If we are to believe a prominent educator in agriculture, most farm- 
ers have little or no system of keeping their accounts and some are too 
old and too confirmed in their ways to begin now. For such it seems 
that more emphasis and more detailed statements and description of the 
importance and uses of the Bill and Receipt File might be of some 
advantage. 

No work on this subject can be too elementary, and too much expla- 
nation cannot be given in order to make some points clear. Such sub- 
jects as Depreciation and Inventory are treated in less than one half of 
a page and the treatment of the inventory seems to be largely concerning 
the time of taking the inventory rather than as to the HOW and WHY. 
The farmer must be shown the necessity of taking an inventory at all 
and how this leads to the consideration of depreciation. The same criti- 
cism applies to the treatment of the subject of Depreciation. The farmer 
needs to be shown that there will be a time when it will cost less to sell 
his stock and buy new stock rather than to continue feeding and caring 
for old stock which can no longer be kept at a profit. How much he 
should charge to depreciation is a mooted question but the little table 
given here is perhaps a safe guide to follow until actual experience has 
proved otherwise in each individual case. 

The Statement, which the author does not seem to think so very im- 
portant, except in so much as it may render assistance to the farmer in 
reading financial reports, surely ought to be given more detailed treat- 
ment, for it undoubtedly will be of great interest and profit to the 
farmer as an indicator of the various places where his products and ani- 
mals must receive especial attention and thought. A few exercises in the 
reading and analysis of statements would be of value here. 

The description of the various methods in use for obtaining accurate 
and reliable costs of production are helpful and a decided advance over 
some other works on this subject, but nothing will be satisfactory until 
there is a complete treatise on the principles underlying cost accounting 
and affecting farm operations. Much help in this direction might be ob- 
tained from the various State Agricultural Experiment Stations, which 
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are now conducting experiments in all lines of farm activity and much 
of their data can be used to great profit by the farmer. 

The Practice Work Section of the book is good so far as it goes but 
it also should receive further development. The student should not only 
be told the rules for journalizing and the various systems of keeping 
accounts but he should have them illustrated and a whole section of the 
practice set should be worked out in detail with full reasons given as 
to why each account is treated as it is. With a part of the set thus 
worked out the farmer could readily handle the rest of the set himself, 
but as it now is he would need the help of an instructor. 

On the whole, this little book is a contribution in the right direction, 
and the author deserves much credit for what he has already presented. 

D. WaLTER Morton. 


INCOME TAXATION, by K. K. Kennan. Published by Burdick and 
Allen, Milwaukee, Wisconsin, 1910. 


The author states that his point of view is that of practical men— 
the legislator, the business man, or the student who may wish to be in- 
formed upon the subject of income taxation from the practical side. 

The passage of the Corporation Tax Law brought the question of in- 
come taxation fully before the public—a question which had not been 
prominent for over forty years in America. 

The first chapter attempts to cull out satisfactory definitions for in- 
come and for a tax from the discussions of various economic and legal 
authorities. From an economist’s point of view we are inclined to think 
that the author has set aside Professor Fisher’s distinction between in- 
come and capital with too scant a consideration. There has been no 
other modern presentation of this subject, which has thrown so much 
light upon the fundamental differences between income, savings, earn- 
ings, and capital, as Professor Fisher’s book on Capital and Income. 
It is true, as the author says, that Professor Fisher’s conclusions have 
been “ sharply criticized,” but that is not saying that they have been suc- 
cessfully refuted. But then, Mr. Kennan is not treating this subject from 
a theoretical standpoint! He accordingly adopts the following definition 
as being in accord with the popular conception of the term; i. e., income 
is annual net earnings, profits or gains. 

In selecting a definition for a tax, the author accepts Judge Cooley’s 
in preference to Professor Ely’s definition. But we feel that his reasons 
for rejecting the economist’s statement are not conclusive. However, the 
acceptance of the legal point of view no doubt makes the task of writing 
a book, comparing the experiences of different nations with the income 
tax, much simpler. Having defined income and taxes, the author formu- 
lates a definition for income taxes, which he says is a tax the amount of 
which is determined with reference to the income of the tax payer. In- 
come taxes are then divided into proportional and graduated, and these 
with their various subdivisions are described briefly but clearly. Like- 
wise he treats of exemptions, abatements, differentiation, supplemental 
and super taxes, direct and indirect taxes, devoting not more than a page 
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to each of these subjects. Having clearly defined the chief elements of 
an income tax, the author proceeds at once to point out the peculiarities 
with reference to them as they appear in the systems of the various 
countries of the world. Thus the reader has certain definite points by 
which the systems of these different countries can be constantly com- 
pared. This not only facilitates the reading immensely, but the reader 
is able to carry away a definite picture—a comparative outline of the 
world’s systems of income taxation. This is to be highly commended, 
for it makes the book doubly valuable. It treats not only of the prac- 
tical side of the question, but it gives its information in a way most use- 
ful for practical men. Wherever it is necessary, information about these 
primary elements of the tax are supplemented by brief accounts of the 
history, the administration, the financial results, and the schedules of the 
income tax. 

It would be natural to expect somewhat longer accounts of coun- 
tries like England, France, Germany and Australia, than of the minor 
German states. Nevertheless sufficient data is given about the systems of 
the minor countries of the world to make the account of them extremely 
interesting. The author has not slighted even so small a territory as the 
Leeward Islands where the total number of income tax payers is only 
100 and the tax yields a little more than $3,000 a year. About one-third 
ot the book is given up to a consideration of the income taxes in the 
various states of the Union and a discussion of the several different in- 
come tax laws adopted by the nation as a whole. The last naturally 
brings up for review the Corporation Tax Law of 1909 and the proposed 
sixteenth amendment. These are treated chiefly from the legal point of 
view. The Supreme Court decision had not been handed down in the 
Corporation Tax case at the time of publication. 

The style of the writer is simple and direct. There is not an obscure 
sentence in the book. To the business man and the accountant such 
qualities should commend themselves. No doubt there are thousands of 
accountants, auditors, and even lawyers who have been struggling with 
the detailed returns demanded under the Corporation Tax Law, yet 
they are still ignorant of the broader significance of the law as a fiscal 
measure or its relation to the principles of taxation. Mr. Kennan’s book 
is a valuable contribution to the subject of taxation and should be put 
in the library of every accountant who wishes to know more about the 
income tax than how to advise his clients on the exemption under the law. 
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C. P. A. Question Department 


Conducted by Leo Greenpiincer, M.C.S., C.P.A. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare and criticise C. P. A. examinations, is the object of this de- 
partment. With the aid of suggestions and criticism from the professional brethren, it can un- 
doubtedly be achieved. Inquiries will be cheerfully answered. 


Following are the questions set by the Virginia State Board of Ac- 
countancy at the second C.P.A. examination October, 1911, with com- 
ments : 


VIRGINIA STATE BOARD OF ACCOUNTANCY 


EXAMINATION IN CoMMERCIAL Law 
October 18, 191I—9.00 A.M. tO 12.30 P.M. 


Answer ten (10) questions, but no more. Do not repeat questions, 
but write answers only, designating the questions by number. 


1. A purchases of B a lot and gives his negotiable note for $5,000, part 
of the purchase price. Before maturity of the note, B borrows of X 
National Bank $3,000, and deposits A’s note as collateral security, without 
A’s knowledge. A pays to B the $5,000 he owes, but B fails to repay to 
the Bank the $3,000 when due, B having become insolvent. What is A’s 
liability to the Bank? 


2. A tells B that he wishes to give him $5,000, and hands him his ne- 
gotiable note for the amount, payable six months after date. A fails to 
pay the note when due. State whether or not B can recover the amount. 
If B had endorsed it and had it discounted before maturity at the X Na- 
tional Bank, could the Bank have recovered the amount of A, after non- 
payment at maturity? Give reasons. 


3. A, a merchant, gives B a deed of trust on his fixtures to secure a 
debt of $5,000, on January 1, 1911. On July 1, 1911, A makes an assign- 
ment of his stock of goods and fixtures to C, trustee, for the benefit of 
his creditors. A’s liabilities aggregate $20,000, exclusive of B’s debt, 
while his stock inventories $10,000 and his fixtures $3,000. C sells the 
stock and fixtures at 60 per cent of inventory, and, after paying all costs 
and expenses, the sum of $7,000 is left for distribution. What amount 
is payable to B and what to the other creditors? 


4. How and under what circumstances may a wholesale merchant stop 
a shipment of goods sold to a retail merchant before delivery thereof to 
the purchaser, so as to prevent such delivery? What is the legal term 
used to designate such action? 


5. A is a dealer in wheat, of which he has several grades. B calls 
and inspects his stock, and, deciding to buy all the X grade at a desig- 
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nated price, pays A $5,000, the price ascertained by measuring, but says 
he will move it the next day. C calls and leaves an order for 1,000 
bushels of Y grade wheat at $1.00 per bushel, to be delivered in ten days, 
and deposits $500 on his contract. A has 3,000 bushels of that grade in 
bulk. That afternoon D, a creditor to whom A owes $10,000, levies an 
execution on all the wheat in A’s possession, which inventories only 
$9,000. What are the rights of B, C, and D, respectively? 


6. The firm of A & Company (composed of A and B) is engaged in 
the lumber business. Without B’s knowledge A buys, through a broker, 
American Tobacco Company stock, signing the firm’s name to the con- 
tract. The stock declines and is sold at a loss. To what extent, if any, 
is the firm liable for that loss, and to what extent, if any, is B liable? 


7. B holds A’s negotiable note for $5,000 dated January 1, 1905, and 
due January 1, 1906. It is not paid at maturity, and on July 1, 1910, B 
brings suit on the note. State whether or not recovery is barred by the 
statute of limitations. 


8. B holds A’s negotiable note for $5,000 dated January 1, 1905, due 
January 1, 1906. Failiag to pay the note at maturity, A makes a partial 
payment of $2,000 on March 1, 1911, and says to B: “I owe the balance 
and will pay it in sixty days.” State whether or not the statute of limi- 
tations would bar a recovery in a suit brought by B on the note on 
May I, IQII. 


9. Distinguish briefly between the legal form and effect of powers of 
attorney in the cases following, respectively : 
1. To an agent to sell and convey a tract of land; 
2. To an agent to conduct a mercantile business. 


10. Distinguish between the following stocks issued by a corporation 
and state their order of preference, if any, in respect of periodical divi- 
dends; and, in case of liquidation, their order of preference in payment: 

1. Cumulative preferred stock; 
2. Non-cumulative preferred stock; 
3. Common stock. 


11. A corporation is to be voluntarily dissolved. Describe the neces- 
sary steps to accomplish this, without reference to its creditors: 
1. By action of the stockholders in annual meeting; 
2. By action of the stockholders in called meeting; 
3. Without a meeting of stockholders. 


12. Under the Wirginia law, how many incorporators are required to 
apply for charters for the following classes of corporations, respectively : 
1. Manufacturing and commercial corporations; 
2. Telegraph and telephone empemntions; 
3. Railroad corporations; 
4. Corporations requiring no capital stock. 
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13. A, B, and C wish to organize a corporation to have a paid-in 
capital of $100,000, for the purpose of developing and operating a water 
power for furnishing electricity for lighting and power. A owns the 
water power site, worth $30,000, in exchange for which he wishes stock 
of that amount; B, an engineer, has investigated and tested the power 
and is to superintend the construction of the plant, for all of which ser- 
vices A and C are willing for him to receive stock at a valuation of 
$20,000; while C is to pay cash for $50,000 of stock at par value. 

Describe how this may be done, if at all, and what, if anything, is to 
be reported to the State Corporation Commission. 


14. Name three of the classes of contracts which, under the statute of 
frauds, cannot be enforced unless in writing. 


15. A, the owner of an apartment house, dies intestate, July 10, 1911, 
leaving no widow, but a minor child and two minor grandchildren, chil- 
dren of a deceased son, and leaving enough personal property to pay his 
debts. Rents aggregating $1,000 were due by tenants at the time of his 
death, and rents aggregating $300 per month fell due thereafter. To 
whom does the apartment house descend and in what proportions? What 
rents, if any, is A’s administrator entitled to collect; and, if he should not 
collect any part of the rents, who should do so? 


EXAMINATION IN THEORY OF ACCOUNTS 


Answer fourteen (14) questions, but no more. Questions 5 or 7 elec- 
tive, balance obligatory. Do not repeat the questions, but designate by 
respective numbers. Your mark will be based on one-half of total points, 
shown opposite each question, for correct answers, to which will be added 
such as you may obtain of a maximum 25 points for “form, expression 
and knowledge evidenced of the principles involved.” 


1—Name any business with which you are familiar and state how 
you would instruct your client to charge interest on: 


Points 
(a) Money borrowed to build additions to the plant ......... 5 
(b) Money borrowed to pay current bills ................... 5 


2—Following up your answers to the above, what effect will such in- 
structions have on the annual Statement of Operation and the 
Condensed Balance Sheet in the respective case of: 
5 


3—What, if any, is the difference between the Income and Receipts 


4—What, if any, is the difference between Expenses and Disburse- 
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How would you arrange the following accounts in the 


Condensed Balance Sheet of the E and F Corporation? 


E and F Corp. First Mortgage Bonds issued; 
Funds advanced for traveling expenses; 
Addition to Mill No. 7, Plant No. 1; 
Advances to employees on current payroll; 
Real Estate, Buildings and Equipment, Plant No. 2; 
E and F Corp. Bonds Unsold; 

Furniture and Fixtures, Plant No. 1; 
Accounts Payable, secured by a lien on machinery ; 
Accounts Payable, Sundry unsecured creditors; 
Box and Veneer Plant, Plant No. 1; 

Store and Office Fixtures, Plant No. 2; 
Sawmill and Dry Kilns, Plant No. 3; 
Electric Plant, Plant No. 1; 

Furniture and Fixtures, N. Y. office; 
Notes Payable, secured; 

Customers’ Accounts, receivable; 
Depreciation Reserve Account; 

Logs, Boxes and Veneer, Plant No. 1; 
Interest paid in advance; 

Wharves and Warehouses, Plant No. 3; 
Freight Unpaid; 

Capital Stock, E and F Corp.; 

Notes Receivable; 

Real Estate, Plant No. 1; 

Undivided Profits; 

Notes Payable; 

Boxes, Lumber, etc., Plant No. 2; 
Lumberman’s Marine Insurance Co., Stock; 
Sinking Fund Invested; 

A. C. L. R. R. Co., Bonds; 

Timber Lands and Stumpage; 

Cash, Plant No. 1; 

Teams and Carts; 

Lumber and Logs, Plant No. 3; 

Cash, Plant No. 3; 

Cash, Plant No. 2; 

Insurance Premiums Unearned; 

Dividends Unpaid; 

Surplus ; 

Real Estate, Plant No. 3; 

Cash, N. Y. office; 

N. & W. R. R. Co., Bonds; 

Current Profits; 


State your reason for the arrangement you have made in 
answer to the above questions ...........cccceeeseeecees 15 
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(c) Which items would you designate as Current or Quick 


6— (a) What may the placing of an item on the debit side of a 
(b) What may the placing of an item on the credit side of a 
7—In looking over the accounts of a firm you find that practically 
all of their Accounts Receivable had been paid, a large part of 
the settlements being by customer’s notes. The Bills Receivable 
Account was in balance but reference to the Bills Receivable Rec- 
ord showed that about $27,000 was being carried by the banks on 
this company’s endorsement. You suggested to the proprietor 
that his books should at all times state the amount of such paper 
not due and unpaid for which he was responsible as endorser. 
State fully the method you would suggest, showing all entries 
necessary from the first receipt of a note until it was finally paid, 
when: 
(a) It is paid by the maker at maturity ..........5.....-06- 10 
(b) It is partially paid at maturity and a new note given for 
(c) It is protested for non-payment at maturity ............ 10 
(d) It is taken up, with a new note of the same amount, with 
8— (a) What books of record are necessary, in addition to the 
books of account, for a corporation existing under the 
(b) Of what value would such records be at the time of an 
10 
Q— (a) What is the purpose of a depreciation account? ........ 10 
(b) Give an illustration showing the entries needed to bring 
10 
10—What may Goodwill represent? 5 
11—What constitutes Manufacturing Cost? 5 
12—What constitutes Selling Cost? ......... 61S. 5 
13—What expenses would you classify as Fixed or Overhead Ex- 


15—How does it differ from a Statement of Assets and Liabilities?.. 5 
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EXAMINATION IN AUDITING 
October 19, 191I—9 A.M. tO 12.30 P.M. 


Answer eight (8) questions, but no more. Questions 4 or 5 elective, 
balance obligatory. Do not repeat the questions, but designate by respec- 
tive numbers. Your mark will be based on one-half of total points, 
shown opposite each question, for correct answers, to which will be added 
such as you may obtain of a maximum 25 points for “ form, expression 
and knowledge evidenced of the principle involved.” 


1—Describe fully— Points 


2—What is the purpose of a Realization Account or Statement?.... 5 


3—A & Co. acquire the plants of B, C, D, and E, assuming their As- 
sets and Liabilities at book values, the purchase price being one- 
half of the amount shown by the surplus account of each. With- 
out going into lengthy detail, but just considering the three items, 
Assets, Liabilities, and Surplus, what entries would you make to 
set up these accounts in the ledger of A & Co.? ................ 5 


4—If it was found, after acquiring the above plants, that large 
amounts had to be expended in improvements to bring the plants 
up to their rated efficiency: 


(a) Give a concise, but full, explanation of how you would 
classify such expenditures, naming the accounts you would 


(b) Would such expenditures have any relation to the 50 per 
cent equity A & Co. were supposed to have purchased? 5 


(c) State your reasons for the preceding answer ............ 10 


555 


The Journal of Accountancy 


5—Describe in full the plan you would follow to audit the accounts 
of any business with which you are familiar, it being presumed 
that they use a General Ledger, Sales Ledger, Purchase Ledger, 
Distributive Sales Journal, Distributive Purchase Journal, Or- 
dinary Journal and Cash Book. Funds are handled through two 


banks by regular form of check .............ccccccccccccccces . 20 
6—State briefly, but clearly, the methods you employed to conduct 
an audit on which you have actually been engaged. ............ 10 
7—At what valuation should the inventory of any company be com- 


8—In computing manufacturing costs, covering a definite period of 
operation, should the quantity sold or the quantity produced be 
taken as the basis for ascertaining the average cost of each op- 


9—How would you audit a cash account, assuming that all the en- 
tries were shown by the Cash Book, or by the Cash Book and 
Bank Pass Book, or by the Cash Book, Bank Pass Book and 
Check Book, when all the receipts were checks and short term 
notes, and all disbursements were by checks? .................. 20 


EXAMINATION IN PractTicaL ACCOUNTING 
Thursday, October 19, 191I—1.30 P.M. to 5.30 P.M. 


Question No. 1 


The Fairfax Foundry Company, a Virginia corporation, owns and op- 
erates an iron foundry, a valve and hydrant shop and a machine shop, 
and also owns some undeveloped ore lands. Three-fifths of the capital 
stock (which is all common) is owned by A. Pluto Kratz and other cap- 
italists, while the balance is owned by A. B. Etterman. The business 
was, at one time, very profitable, but the net earnings have declined 
steadily since 1905, until, in 1910, the result of operation showed a loss. 
The business during the early months of 1911 being still more unsatisfac- 
tory, overtures were made by Etterman to purchase enough additional 
stock to give him control, with a view to changing the management. 
Etterman offered $70.00 a share for 1,000 shares, or more; but Kratz and 
his associates demanded $90.00 per share. 

At this point you are called in by Etterman to audit the Company’s 
books from January 1, 1911, to September 30, 1911; to verify the cost of 
plant and ore properties, and to set a valuation on the accounts receivable. 
You find that $2,909.95 of the latter are worthless and that, in 1905, Plant 
Account was inflated $200,000 to cover an issue of watered stock. Other- 
wise the books correctly show the Company’s condition, as follows: 
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C. P. A. Question Department 


TRIAL BALANCE, SEPTEMBER 30, 1911 Dr. Cr. 

$22,034.32 

Accounts Receivable (good) ...............00. 132,413.82 

Accounts Receivable (uncollectible) ............ 2,909.95 

Reserve for Plant Depreciation ................ $123,275.00 

165,652.37 

500,000.00 

507,985.84 

Valve and Hiypdivant Gales 77,534.05 

Foundry Material and Freight ................ 396,413.57 

Valve and Hydrant Material and Freight ..... 63,320.87 

Machine Shop Material and Freight .......... 16,779.95 

102,139.37 

Valve and Hydrant Labor .........cccccccees 12,826.21 

Valve and Hydrant Expense .................. 2,893.31 

1,667.26 

Valve and Hydrant Commissions .............. 862.14 

Machine Shop Commissions ................... 252.58 

Foundry Repairs and Renewals ............... 32,568.23 

Valve and Hydrant Repairs and Renewals .... 6,067.80 

Machine Shop Repairs and Renewals .......... 3,229.82 

25,376.08 

9,672.51 

1,957.50 

3,195.90 

176.15 

$1,744,148.44 $1,744,148.44 


ANALYsis oF InveNnTorY of January I, IQII 


Foundry—Raw material and goods in process .............. $29,322.11 

Valve and Hydrant—Raw material and goods in process.... 8,690.20 

Machine Shop—Raw material and goods in process......... 7,809.73 

$78,831.68 
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INVENTORIES, PREPAYMENTS AND AccrUALS, September 30, IQII 
(not yet entered) 


InveNTorY : Foundry—Raw material and goods in process... $36,490.62 


Valve and Hydrant—Raw material and goods in 
13,562.95 
Finished goods .......... 20,389.61 
Machine Shop—Raw material and goods in 
Finished goods .............. 1,713.65 
$113,175.01 
Valve and Hydrant Shop ................. 514.03 
1,542.09 
_95:140.38 
Valve and Hydrant Shop ................ 28.25 
$294.48 


Prepare Manufacturing, Trading, and Profit & Loss Accounts for the 
nine months ended September 30, 1911, and Balance Sheet showing the 
Company’s condition (based on Ledger value of plant) at that date. Em- 
body them in a report to your client, with such explanation and comment 
as you think proper. 

A few days after the submission of your report, a compromise is 
effected on the following basis: 

Kratz, et al, sell their $300,000 common stock at 90, taking in exchange 
therefor: 


$200,000 new 6 per cent preferred stock, at par ............ $200,000.00 
The Company’s ore lands at a valuation of ................ 60,000.00 
10,000.00 

$270,000.00 
Etterman buys $100,000 common stock, at 70 .............. $70,000.00 
$4,982.91 
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The Company’s counsel directs that the deal be consummated in the 
following manner: 

Kratz, et al, to deliver to the Company $200,000 common stock (to be 
retired) in exchange for $200,000 new six per cent preferred stock. 

Etterman to pay the Company $60,000, in return for which the Com- 
pany will issue to Kratz, et al, a deed for the ore lands. 

Etterman to pay Kratz, et al, $10,000 and receive from them the re- 
maining $100,000 of their common stock. 

Draft the Journal and Cash Book entries necessary to record such of 
the above transaction as should appear in the books of account. 


Question No. 2 


The stockholders of A Company and B Company have decided to 
form a new corporation (C Company), which is to take over all the 
assets and assume all the liabilities of both the old companies. The hold- 
ers of Preferred Stock of the old companies are to receive an equal num- 
ber of shares of Preferred Stock of the new company. The holders of 
Common Stock are to take Common Stock of the new company, at par, 
to an amount equal to the book value of their holdings in the old com- 
panies. Before determining the book value of the old Common Stock, 
however, an amount equal to two per cent of the Accounts and Bills 
Receivable of each company is to be deducted from its Surplus and car- 
ried to a Reserve Account, to provide for contingent losses. 

The condition of the old companies is as follows: 


ASSETS 
A Co. B Co. 
$20,231.74 $43,123.81 
Merchandise Inventory 212,636.81 393,937-46 
31,222.97 69,160.35 
8,000.00 4,550.00 
Prepaid Taxes and Insurance ............-.. 1,014.20 2,346.48 
$622,599.36 _$1,487,528.22 
LIABILITIES 
Accounts Payabllese $204,669.18 $244,168.44 


$622,599.36 $1,487,528.22 


The Journal of Accountancy 


The holders of Common Stock in the old companies are as follows: 


A Co. B Co. 
. 600 shs 


1,500 shs. 4,000 shs. 


Draft the Journal entries necessary to create the Reserve Accounts in 
the books of each of the old companies. 

Show the final book value of Common Stock of each of the old com- 
panies. 

Show the number of shares of Common Stock of the new company to 
be received by each of the holders cf Common Stock of the old com- 
panies. 

Prepare a Balance Sheet, showing condition of C Company, after tak- 
ing over the assets and liabilities of the old companies. 


Question No. 3 


On January 1, 1911, the condition of the Goodrich Manufacturing 
Company was as follows: 


ASSETS 
$7,062.42 
14,551.21 
$168,399.72 
LIABILITIES 
$48,343.90 
30,000.00 $78,343.90 
$60,000.00 
$168,399.72 


On the night of January 27, 1911, they were burned out. The mer- 
chandise, furniture and fixtures were a total loss, and the salvage in the 
machinery was valued at $1,000. 
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Their Ledger, at the close of business on January 27, 1911, showed the 
following balances: 


Dr. Cr. 
30,055.82 
$6,182.49 
70,870.36 
14,701.21 
Furniture and Fixtures ..........ccccccceses 2,208.75 
Inventory, January I, IQII 55,811.88 
6,000.00 
26,161.87 
Merchandise Purchases 14,080.43 
5,996.17 
Power, Light, and Heat ........ 342.72 
411.21 


$187,722.25 $187,722.25 


The books show that ten per cent has been written off from Machin- 
ery and Furniture & Fixtures on December 31st of each year, since the 
business was started; also, that the Gross Profit on Sales has been very 
uniform and has averaged twenty per cent. 

The insurance carried, covering Merchandise, Machinery, Furniture 
and Fixtures, was $70,000. 

Prepare a statement showing the amount of the Goodrich Manufac- 
turing Company’s claim against the insurance company, assuming that the 
former retains the damaged machinery at the appraised value of $4,000. 


EXAMINATION IN PracticaAL ACCOUNTING 
Friday, October 20, 191I—9 A.M. to 12.30 P.M. 


Question No. 4 


Charles Cabell, William West, and Henry Hart form a partnership for 
the purpose of engaging in the manufacture of plug and smoking tobac- 
cos. Cabell invests $75,000, West, $50,000, and Hart, $25,000. Profits or 
losses are to be shared as follows: Cabell 4, West 4, and Hart 4. Inter- 
est is not to be allowed on capital, nor charged on withdrawals, but each 
partner’s withdrawals during any one year are not to exceed one-tenth 
of his capital in the business. 


561 


The Journal of Accountancy 


At the end of their first fiscal year their Ledger shows the following 


balances : 
Dr. Cr. 
Charles Cabell, Capital Account ............. $75,000.00 
William West, Capital Account ............ 50,000.00 
Henry Hart, Capital Account ................ 25,000.00 
Charles Cabell, Withdrawal Account ........ $5,842.17 
William West, Withdrawal Account ........ 4,179.16 
Henry Hart, Withdrawal Account ........... 2,033.88 
8,730.45 
4,999.97 
841.95 
Licorice and Flavoring .............seeeeee- 21,918.66 
Pomet, Light. and Haat, 3,571.60 
1,682.90 
Salesmen’s Salaries, Commissions, etc. ....... 38,795.15 
$586,395.41 $586,395.41 


Ten per cent is to be charged off from Machinery Account, to cover 
depreciation, and a Reserve equal to two per cent of the Accounts and 
Bills Receivable, is to be created, to cover possible undeveloped losses. 


The unexpired Insurance premiums amount to $331.11. 
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Inventories are as follows: 


11,209.35 


Draft Journal entries for closing the books (separating Profit & Loss 
Account into Manufacturing, Trading, and Profit & Loss divisions) and 
prepare Balance Sheet. 


Question No, 5 


Henry Dearborn died, leaving one daughter (Virginia) and two sons 
(Robert and Thomas), all of whom are of age. The will directs that the 
estate be distributed in equal shares. The estate consisted of: 


$10,000 Southern Ry. 4s, appraised at ........... 10,000.00 
$5,000 Pennsylvania R. R. 34s, appraised at 4800.00 
Furniture, appraised at badd 800.00 
Horse, Carriage and Harness, appraised at .......-..0+-0++0% 500.00 
The executor has disposed of the above as follows: 
Southern 4s, sold for $10,500.00 
P. RB. BR. foe ot 4,750.00 
Horse, Carriage and Harness, sold for .............+++00« one 375.00 
Interest has been collected: 
The executor has paid: 
Virginia Dearborn, account distribution ..............cssseee0- 1,000.00 
Robert Dearborn, account distribution .............. aendengadn 1,000.00 
Thomas Dearborn, account distribution 1,000.00 


State executor’s first and final account, with distribution account attached. 


COMMENTS 


This is the second examination held in the State of Virginia since 
the passage of C. P. A. Law. If contrasted with the Massachusetts ex- 
amination papers, also the second one since the enactment of the Massa- 
chusetts C. P. A. Law, April, 1911, number of THe Journat or Account- 
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ANcY) the lack of uniformity with regard to time allowance, number of 
questions, etc., is brought forth strikingly. The Virginia State Board, 
however, sets a higher standard and judging from the two examination 
papers set by that Board, we are inclined to believe that the Virginia 
examinations will soon rank as high as those of the states having C. P. A. 
Laws for some time past. 

We especially notice that the candidates are told in advance (in the 
case of Theory and Auditing) how many “ points” will be allowed for 
the correct answer to each question. 

We do not, on the other hand, think it advisable to ask fourteen 
questions in one subject, eight in a second and ten in a third one; espe- 
cially so when, in some instances two or three questions should rather 
be combined into one. For instance, under Theory of Accounts, ques- 
tions 11, 12 and 13 could very well have appeared as one. The same 
holds true in the case of questions 3 and 4 as well as that of 14 and 15. 

The problems in Practical Accounting are interesting and, what is 
most important, they deal with everyday propositions. They do not rep- 
resent abstract theories, but live practical matter. 

The paper on Auditing, however, could be improved upon somewhat 
by giving more matter on auditing proper and fewer questions on defini- 
tions or descriptions, that will undoubtedly be improved as time goes by. 

The results of this examination are as follows: 


One applicant passed in all four subjects. 

One failed in Practical Accounting. 

One failed in Auditing. 

One failed in Auditing, Commercial Law and Practical Ac- 
counting. 

One applicant who came up for re-examination in Practical 
Accounting passed. 


The Editor of this department begs to announce that, with this num- 
ber of Tue Journat he will, owing to the pressure of business, discontinue 
to act in this capacity, with the hope that some other accountant will take 
up his work. Taking leave of his readers, he takes this opportunity to 
reiterate his frequently repeated assertion that he has always tried to be 
fair and just in his criticism and, though in some instances he may have 
appeared to use a somewhat harsh expression, it was done solely for the 
good of the cause, and not in any unfriendly spirit. He also offers his 
apology to the readers for the inconvenience he may have caused them 
through delays in answering their inquiries, and through errors, typo- 
graphical and others, and the like; he hopes, nevertheless, that the many 
friends he has made in the four and a half years, during which he had 
charge of this department, will remain as loyal to him in the future as in 
the past. 
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